DOCUMENTS EXPEDITI} 


INTERNAL REVENUE ADMINISTRATION 


PROGRESS REPORT 


OF THE 


SUBCOMMITTEE ON INTERNAL REVENUE 
TAXATION 


TO THE 


COMMITTEE ON WAYS AND MEANS 


NoTe.—This study has been ordered printed for purposes of infor- 
mation and discussion, but has not yet been considered or approved 
by the Ways and Means Committee. 


APRIL 22, 1957 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1957 





COMMITTEE ON WAYS AND MEANS 
JERE COOPER, Tennessee, Chairman 


WILBUR D. MILLS, Arkansas DANIEL A. REED, New York 
NOBLE J. GREGORY, Kentucky THOMAS A. JENKINS, Ohio} © 

AIME J. FORAND, Rhode Island RICHARD M. SIMPSON, Pennsylvania 
HERMAN P. EBERHARTER, Pennsylvania ROBERT W. KEAN, New Jersey 
CECIL R. KING, California NOAH M. MASON, Illinois 

THOMAS J. O'BRIEN, Illinois HAL HOLMES, Washington 

HALE BOGGS, Louisiana JOHN W. BYRNES, Wisconsin 
EUGENE J. KEOGH, New York ANTONI N. SADLAK, Connecticut 
BURR P. HARRISON, Virginia HOWARD H. BAKER, Tennessee 
FRANK M. KARSTEN, Missouri THOMAS B, CURTIS, Missouri 


A. 8. HERLONG, Jr., Florida 

EUGENE J. McCARTHY, Minnesota 
FRANK IKARD, Texas 

THADDEUS M. MACHROWICZ, Michigan 


Leo H. Irwin, Clerk 
JoHN M. Martin, Assistant Clerk 
Tuomas A. MARTIN, Minority Advisor 
JamMEs W. RippelL., Professional Staff 





SUBCOMMITTEE ON INTERNAL REVENUE TAXATION 
WILBUR D. MILLS, Arkansas, Chairman 


NOBLE J. GREGORY, Kentucky RICHARD M. SIMPSON, Pennsylvania. 
THOMAS J. O’BRIEN, Illinois ROBERT W. KEAN, New Jersey 
FRANK IKARD, Texas HOWARD H, BAKER, Tennessee 


Om 





LETTER OF TRANSMITTAL 





ConGrREss OF THE UNITED STATES, 
Washington, D. C., April 22, 1957. 
Hon. Jere Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

Drar Mr. Cuarnman: I am transmitting herewith a document 
from the Subcommittee on Internal Revenue Taxation dealing with 
the Reorganization and Administration of the Internal Revenue 
Service. 

This document contains three parts. Part I is the progress report 
of the subcommittee. Part I] is a preliminary report to the sub- 
committee by its advisory group. Part III is a transcript of the 
testimony of the Commissioner of Internal Revenue relating to the 
advisory report, and a written statement of the Commissioner on the 
report. 

Respectfully submitted. 

Wiser D. Mitts, 


Chairman, Subcommittee on Internal Revenue Taxation. 
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PART I 


PROGRESS REPORT OF THE SUBCOMMITTEE ON INTERNAL 
REVENUE TAXATION 


INTRODUCTION 


Your subcommittee was established in 1956 and, among other 
things, was authorized to conduct a study of the administration of 
the internal-revenue laws. The subcommittee, with the same mem- 
bership and jurisdiction, has been reestablished in this Congress. 

More than 4 years have elapsed since the 1952 reorganization of 
the Internal Revenue Service became effective. It is believed, there- 
fore, that sufficient time has elapsed and sufficient experience has 
been acquired to evaluate the effect of the reorganization in many 
respects and its administrative cost as compared with the system in 
effect prior to 1952. 

To assist the subcommittee in its study of the effectiveness of the 
Service, there was appointed by the subcommittee in November 1956 
an advisory group which made a preliminary report to the subcom- 
mittee on December 28, 1956. 

The problems and issues raised in the advisory group report are 
most helpful to the subcommittee in conducting this study. We 
have also given consideration to two advisory reports made to the 
Joint Committee on Internal Revenue Taxation relating to the admin- 
istration of the Internal Revenue Service, one issued on January 27, 
1948, and the other on July 25, 1955. The Treasury Department, 
including the Internal Revenue Service, is also cooperating in con- 
ducting this study. ‘The subcommittee wishes to express its apprecia- 
tion for their very fine cooperation. 

The subcommittee met with officials of the Treasury Department 
including the Internal Revenue Service on numerous occasions and 
discussed the advisory group preliminary report dated December 28, 
1956. Many suggestions including those contained in the advisory 
group’s report are now being studied by the Treasury Department 
and the Internal Revenue Service. At the invitation of the subcom- 
mittee, the Commissioner supplemented his views in a letter addressed 
to the chairman, dated February 14, 1957. 

Your subcommittee’s purpose in studying the administrative 
functions of the Internal Revenue Service is to do whatever we can 
to make it possible for the Service to operate as a blue-ribbon service. 
This can be achieved only with the full cooperation of the Treasury 
Department, the Internal Revenue Service, the Congress, and the 
public. Such a Service, in the opinion of the subcommittee, must 
operate at top efficiency with a reputation for fairness, unquestioned 
integrity, and impartiality by revenue officials in order to obtain 
maximum voluntary compliance. By striving to make the Serv- 
ice a blue-ribbon service, we believe it will attract the highest type 
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of civil servants for this important work. It should always be the 
rule to promote career employees on the basis of ability and effi- 
ciency as well as experience to vacancies occurring in the Service. As 
in all Government agencies, this will enable the employee to have 
pride in and respect for the agency which he represents. The em- 
ployees should be impressed with the necessity for courteous, fair, 
seme and impartial treatment in their dealing with taxpayers. 
f this is accomplisned, the Service will receive better cooperation 
and sympathetic understanding from taxpayers. 

The Commissioner has pointed out, that the Service, since reorgani- 
zation, is, in effect, a new organization, and it will take time to reach 
the standards we wish it to attain. A program of continuing study 
and analysis of the enforcement activities of the Service is essential if 
its appropriations are to be most effectively employed. The most 
essential function of the Internal Revenue Service is to determine, 
assess, and collect taxes. Any other activity which may hamper or 
retard this function should be reevaluated to see if it is necessary. 
As a vital step in the process it is essential that the Service be impressed 
with the advisability of settling cases with a minimum of litigation. 
As was stated in an Advisory Committee report issued in 1927: 

The collection of revenue is primarily an administrative and not a judicial 
problem, As far as the Federal income tax is concerned, a field of administration 
has been turned into a legal battlefield. 

We are giad to report that under the leadership of Commissioner 
Harrington, the Service has shown considerable improvement during 
the past year. The subcommittee is pleased that the Commissioner 
is constantly studying and trying to further improve the administra- 
tion of the Internal Revenue Service. Some of these contemplated 
improvements may require approval by the Congress before they can 
be put into effect. 

This preliminary report mentions some improvements which the 
subcommittee believes can now be made and some areas which require 
further study before changes can be suggested. 


SALARY AND JOB CLASSIFICATION SCALES 


When consideration is given to the overall problem of salary and job 
classification, your subcommittee recommends that consideration be 
given by the appropriate committees of the Congress to the peculiar 
needs of the Internal Revenue Service, particularly with respect to 
whether the Commissioner should not have authority to establish 
training and experience requirements for appointments to such 
technical and supervisory positions as he may designate and to place 
such positions in grades of the general schedule of the Classification 
Act under such standards as he may decide are appropriate to meet 
the needs of the Service. 


RELOCATION OF FACILITIES 


A contributing factor to the problem of recruiting and retaining per- 
sonnel has been the fact that the Internal Revenue Service has not been 
able to compete successfully for personnel in the tight labor markets 
which exist in some areas in which the Service has sizable installations. 
Because of salary limitations and the rigidities of the Government’s 
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ade structure, ; he Service has had either to settle for persons of 
— ability or to hire more highly qualified persons who leave as 
soon as better employment opportunities are available. Some help 
in meeting this problem might come from the relocation of much of 
the purely office work of the Internal Revenue Service in labor areas 
where intense competition in the labor market does not exist. The 
labor market was a primary consideration in the location of the new 
Revenue processing centers, and recruitment and staffing in these 
cities have been relatively successful. Such a move also would be in 
conformity with the present national policy of diverting Government 
work to areas of labor surplus. In carrying out a relocation program 
of this sort, the subcommittee believes it essential that every effort be 
made not to disrupt the living arrangements of existing employees. 


ANNUAL AUDIT OF EMPLOYBDES’ TAX RETURNS 


A matter which appears to have adversely affected Internal Revenue 
Service employees’ morale was the annual audit of their tax returns. 
This policy was established in 1952 in line with recommendations of 
a subcommittee of the Committee on Ways and Means upon direction 
of the White House; and was modified in January 1955 and again in 
August 1955. Under these modifications, the mandatory annual 
audit was abolished except for employees in grade GS-13 and above. 
However, returns of employees below this grade were grouped, 
screened, and checked as a class apart from taxpayers generally. 

The Commissioner, in a letter dated February 14, 1957, advised the 
subcommittee that there has been a further change in this policy in 
accordance with the following statement: 

A review of our policy respecting the examination of the income tax returns of 
Internal Revenue Service employees has been underway for some time. As the 
result of that study, I am now able to announce to you a major change in the 
policy. Henceforth, the returns of .Service employees will not be subject to 
mandatory examination merely because they are Service employees, instead 
those returns will be made available for audit classification at the regional levél 
rather than at the local level and they will be screened in accordance with the 
same selection standards applicable to other taxpayers. 

The subcommittee understands that in the future returns of employ- 
ees in grade 13 and above will be treated just as those below that grade 
are treated at present. That is, all Service employee returns will 
still be grouped, screened and examined as a class separate and apart 
from taxpayers generally, although the procedures employed will 
be the same as applied to taxpayer returns generally. It is the under- 
standing of the subcommittee that the screening work will be done 
by the regional analyst so that the district employees will not screen 
their own returns. If this is true, then the Commissioner should give 
consideration to instructing the employees in one district to send their 
returns to some other district where they would be handled as tax- 
payers sapere . This would relieve the regional analyst for other 
work. The subcommittee believes the Commissioner should give 
study to further revision of this procedure since the continued grouping 
of employee returns as a class is bound to affect Service morale. 


EMPLOYEE NET WORTH STATEMENT 


While the subcommittee is gratified to learn that the Service has 
discontinued its former practice of requiring annual “net worth” state- 
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ment from existing Service employees, it is understood that such a 
statement is still required in the case of new employees in enforcement 
and executive positions. 

It is recommended that the Service give further study to this matter 
and either discontinue the present requirement or provide uniform 
and simple standards for establishing net worth which means a state- 
ment of assets and liabilities as of the date of entering the Service. 
The subcommittee feels that the present practice will have a deterrent 
effect upon the securing of able and qualified men for the Service. 


REPORTS BY FIELD EMPLOYEES 


It has been brought to the attention of the subcommittee that field 
employees are required to spend entirely too much time writing memo- 
randums and filling out reports. Some of these reports are required 
by statute but others are not. The Commissioner has advised the 
subcommittee that he is studying this problem and feels certain that 
improvement can be made. We hope he will make an early report to 
the subcommittee. 

If some of these numerous reports could be simplified, consolidated 
or eliminated, more time could be spent on enforcement activities. 


INSPECTION SERVICE 


Your subcommittee has given particular attention to the role of the 
Inspection Service and the effect it has had upon employee morale 
and settlement of cases. 

The Inspection Service which became operative in connection with 
the reorganization of the Internal Revenue Service in 1952 has been 
the subject of much complaint both within and without the Service. 
The Inspection Service is headed by an Assistant Commissioner. It 
consists of two divisions: Internal Security and Internal Audit. The 
duties of these Divisions are described by the Service as follows: 

(a) Internal security: * * * investigating wrongful conduct of Service em- 
ployees * * *. 

(6) Internal audit * * *: Internal Audit is a factfinding group * * *. Its 
function is to carry on a systematic verification of accounts and financial trans- 
actions * * * and a review and evaluation of policies, practices, and procedures 
at all organizational levels. Internal Audit in connection with its review and 
evaluation of policies, practices, and procedures does review case files; * * * the 
review of case files is nothing more than a means of determining that policies, 
practices, and procedures are effective, continue to serve their intended purpose 
and are being properly interpreted and consistently applied. 

Some of the complaints as to the Inspection Service relate to inter- 
ference with the closing of cases and the duplication of work by other 
auditing units. The subcommittee recognizes the need for such objec- 
tives but also recognizes the validity of such complaints with respect 
to present practices and procedures. The subcommittee suggests 
that the Commissioner might well give serious study to whether the 
perinnaane function of Internal Audit could not be better performed 

y consolidating it with other audit groups. This would eliminate 
duplication of audit work and result in more certainty in the settle- 
ment of cases, as well as provide additional manpower for the audit 
of more returns. 

The Commissioner has emphasized to the subcommittee that the 
Inspection Service is essential to him as a proper management aid. 
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The subcommittee recognizes the desirability of office audits to pro- 
vide management with information to insure compliance with estab- 
lished procedures, policies, and practices, but suggests the belief that 
the functions of management aid units, like the regional analysts 
and Internal Audit, should not include audit or reopening of cases. 
The subcommittee believes the Commissioner should try to devise 
and effect procedures which would assure taxpayers as much cer- 
tainty as possible in settlement of cases, and still provide the man- 
agement information necessary as to field procedures and operations. 

The subcommittee has been advised that whenever Service em- 
ployees receive promotions and character investigations have not 
previously been made, the Inspection Service makes a complete 
examination of the employee’s background, even to the extent of 
contacting his neighbors. We feel that it is important from the point 
of view of morale of Service employees to give further consideration 
to the methods of conducting these investigations which may have 
the effect of deterring qualified persons from seeking promotions. 

The techniques and knowledge required to perform the internal 
security functions are not complementary to the functions performed 
by the internal audit, and in our opinion hove distinct functions should 
be placed under separate Assistant Commissioners. Rather than 
combining security functions with other functions of a nonsecurity 
nature, it is believed that the Commissioner should study the pos- 
sibility of combining all security functions under one Assistant Com- 
missioner, reporting directly to him. Thus, he may find it effective 
to combine the intelligence function with the internal security func- 
tion. Both of these functions are concerned with security, one from 
the standpoint of the taxpayer and the other from the standpoint of 
the employee. This would eliminate various intelligence groups in 
the field and provide a straight line to the Commissioner on all 
intelligence sak internal security operations. 

There follow two memorandums from the Commissioner to all 
regional commissioners and district directors, dealing respectively 
with internal audits of district offices and with the policy relative 
to Internal Audit of closed tax cases. 


TREASURY DEPARTMENT, 
OrricE or COMMISSIONER OF INTERNAL REVENUE, 
Washington 25, March 12, 1957. 
Memorandum to: All regional commissioners and district directors. 
Subject: Internal audit of district offices. 


Having spent the greater part of my life in the auditing profession, I have 
observed a great many internal audit operations and I have a real appreciation 
of the value that an effective internal audit function can be to an organization 
such as the Internal Revenue Service. My experience over these many years 
has also demonstrated to me that for an internal audit function to be effective, 
it must be properly implemented by prompt and effective corrective action on 
the part of operating officials. This, of course, requires a thorough understanding 
of the internal audit function and its objectives, as well as complete cooperation 
on the part of operating officials. st 

With this in mind, I have been studying our internal audit procedures and the 
procedures that have been established to assure prompt and effective action to 
correct deficiencies disclosed by internal audits. Toe personally reviewed the 
findings included in the internal audit reports issued during the past 6 or 7 
months, as well as the followup reports on action taken to correct deficiencies. 
I have found that despite the extensive followup procedures established at each 
organizational level, many of the deficiencies disclosed by our internal audits 
have not been corrected. Perhaps even more disturbing to me is the type of 
comments that have been made in response to internal audit findings by some 
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of our officials. I have, therefore, decided to take the necessary steps to make 
our internal audit function a completely integrated part of our management 
control system and to fully utilize the information contained in our internal 
audit reports. 

First, I want to make it perfectly clear to everyone that the primary purpose 
of our internal audit function is to assist all levels of management in achievin 
the most efficient administration of the Revenue Service. This is accomplishec 
by identifying and reporting on problem areas and deficiencies in procedures or 
practices and, wherever possible, suggesting practical solutions based upon analysis 
and appraisal of the condition. To the extent that we do not take full advantage 
of this information, we are missing an opportunity to make the Service a true 
“Blue Ribbon” organization. 

In any organization of 52,000 people mistakes will be made, workload fluctua- 
tions will throw work schedules out of kilter, and changing conditions may make 
policies or procedures ineffective. All of these things require two kinds of action— 
one is to identify the problem and the other is to take prompt and effective cor- 
rective action. Internal audit’s function is to identify the problem; however, it 
has neither the responsibility nor the authority to take corrective action. This is 
management’s responsibility and it is the proper discharge of this responsibility 
that I want to discuss. For purposes of this discussion I will deal with the opera- 
tions of our district offices since most of our activities are conducted in these offices. 
However, the same basic principles apply to those activities that are conducted at 
the regional level. 

Now, as I see it, in an organization such as we have in the Revenue Service all 
of the internal audit findings on the audit of a district office should be completely 
resolved and appropriate corrective action taken at the district or regional level. 
More specifically, it is the district director’s responsibility to take the action 
necessary to correct the deficiencies and to aggressively follow up to see that his 
instructions are carried out promptly and effectively. It is the regional commis- 
sioner’s responsibility to determine that action taken or proposed by the district 
director is adequate and properly carried through. The proper discharge of these 
responsibilities at both the district and regional levels in many instances requires 
the making of many important decisions. These decisions must be made by 
district directors and the regional commissioners personally. They cannot be 
delegated to division chiefs or assistant regional commissioners if we are to make 
the most effective use of internal audit reports. 

To assure the proper discharge of these responsibilities, I am going to make 
some changes in the procedure for following up on internal audit findings. The 
effect of these changes will be to make district directors and regional commis- 
sioners personally responsible for actions taken on internal audit findings. 

The revised procedure will, of course, be covered by revision of the Internal 
Revenue Manual. However, I will outline for you briefly the procedures to be 
followed. 

Internal audit reports will be distributed to regional commissioners and district 
directors as they have in the past with one exception. The internal audit reports 
on district offices will now be addressed to the district director instead of the 
regional commissioner. 

Vithin 15 days after an internal audit report has been received, the district 
director will personally report to the regional commissioner by memorandum on 
the status of action taken to correct deficiencies, covering each finding in the 
internal audit report. The original and 3 copies of this report will be sent to the 
regional commissioner and, at the same time, 2 additional copies will be sent to 
the regional inspector. Specifically, for each finding in the internal audit report 
the district director’s comment will contain: 

(a) If the deficiency has already been corrected, a concise description of 
the corrective action taken; or 

(b) If the deficiency cannot be immediately corrected, a concise statement 
of the corrective action planned and the target date for completion of such 
action (supplemental status reports will be made every 30 days until the 
deficiency has been corrected); or 

(c) If the district director disagrees with the internal auditor’s finding or 
recommendation, he should state specifically the reasons for such disagree- 
ment and make such alternate suggestions as he deems appropriate. 

The regional inspector will review the director’s followup report and within 
10 days of its receipt will advise the regional commissioner by memorandum of 
any disagreement he may have with the report, and make such suggestions as 
he deems appropriate. 


“ 
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The regional commissioner will personally review each internal audit report, 
the district director’s followup report, and the regional inspector’s comment and, 
after carefully considering all of the pertinent facts, make such decisions as are 
necessary to completely resolve all issues arising from the internal audit report 
and, where necessary, take appropriate action to assure that all deficiencies are 
corrected. In addition, within 30 days of the date of the internal audit report 
the regional commissioner will personally report to me by memorandum (original 
and two copies) on his evaluation of the director’s action and any action that he 
has taken to correct the reported deficiencies, enclosing two copies of the district. 
director’s followup report. In those instances where changes in the law or na- 
tional office policy or procedure are necessary or desirable, this memorandum 
should include appropriate recommendations to the national office. Two copies 
of his memorandum should also be sent to the regional inspector. 

In the event that either the district director or the regional commissioner is 
unable to give his personal attention to the internal audit report, because of illness 
or other unavoidable absence from the office, an extension of time should be 
requested and the required procedures followed promptly upon his return. If it 
is evident that either the district director or the regional commissioner will be 
absent from duty for an extended period, appropriate action will be taken by the 
person acting in that capacity. In the event that the internal audit report does 
not contain any deficiencies, there will, of course, be no report required from 
either the district director or the regional commissioner. 

Obviously, the success of these followup procedures depends to a large extent on 
the adequacy of the district director’s report to the regional commissioner. This 
report must be brief and to the point, bearing in mind that its purpose is not to 
justify the condition, but instead, to state what has been done or what is planned 
to be done to correct the condition. A statement that corrective action has been 
taken is not enough; the kind of corrective action that has been taken is necessary 
in order to permit an evaluation of its adequacy. Similarly, while we are all 
aware of personnel shortages, lack of personnel is seldom complete justification 
for the condition and a statement of this type will certainly not help to improve 
the operation. As a matter of fact, in many instances the real deficiency is one of 
inadequate planning, supervision, and personnel utilization. I am sure you will 
find as I have, that, in many instances where lack of personnel is the reason given 
for a deficiency reported in an internal audit report, the statement really means 
that the available personnel cannot complete a process or program upon which a 
great deal of manpower has already been expended. Obviously, the deficiency 
here is the planning and supervision which permitted the waste of employee time 
and effort on work that could not be completed. Since it is unlikely that we will 
ever have as much personnel as we would like, the only answer to our problem is 
better planning, constant analysis of workload, closer supervision and an acute 
awareness of the need for proper personnel utilization. This is the kind of correc 
tive action that I want to see from the district directors. 

Finally, I want to say a word about the closing conference that is held at the 
conclusion of each internal audit. These conferences are designed to provide the 
district director with an opportunity to discuss the internal audit comments or 
findings personally with the regional inspector and/or the supervisory auditor. 
They are intended to encourage a free and informal discussion of the conditions in 
the district office. Since all of the significant internal audit findings will be covered 
by memorandums as they are disclosed, and each finding will be discussed with 
supervisory officials during the course of the audit, it is my thought that the best 
results will be obtained by limiting the attendance at closing conferences to as few 
people as possible. The district director may want to bring in his assistant 
director or in some instances the division chief whose operation is being discussed. 
This is a suggestion only and it is not intended to preclude the attendance of any- 
one necessary to the accomplishment of our objectives, 


Russet, C. Harrineton, Commissioner. 


TREASURY DEPARTMENT, 
OrricE or COMMISSIONER OF INTERNAL REVENUE, 
Washington 25, D. C., March 15, 1957. 
Memorandum to Ali Regional Commissioners and District Directors: 


During the past few months I have discussed the administration of the Revenue 
Service on a number of occasions with the Honorable Wilbur D. Mills, chairman 
of the House Subcommittee on Internal Revenue Taxation, and other subcom- 
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mittee members. These discussions disclosed, among other things, that there is 
still a great deal of misunderstanding, both in and out of the Service, as to in- 
spection’s functions and activities. 

I told the subcommittee that I have been studying our inspection activities for 
some time and that I am convinced that its function is basically sound and that 
it is a necessary adjunct to the commissioner’s office, without which the commis- 
sioner cannot effectively discharge the duties and responsibilities placed upon 
him. Since much of the confusion appears to stem from inspection’s review of 
closed tax cases, I also told the subcommittee that I would issue a statement 
clarifying the Service’s policy in this area. This statement does not in any way 
change our policy, but merely reiterates and clarifies the policy that we have 
followed since the functions of inspection were restated late in 1953. 


“STaTEMENT OF PoLticy RELATIVE TO INTERNAL AvupIT or CLosEp Tax CasEs 


“Inspection, in fulfilling its internal audit responsibilities, follows generally 
accepted auditing practices in that it reveiws a sampling of completed transactions, 
including closed tax cases, in order to determine that prescribed policies and 
procedures, including the system of review and other management controls, are 
adequate and are functioning properly. 

“Closed tax cases are reviewed to determine that the case files and related reports 
(1) provide evidence that proper procedures have been followed; (2) show the 
extend of the tax audit, and include explanations covering significant items; 
and (3) show adequate bases for conclusions reached. 

“Internal audit does not superimpose its judgment as to technical determina- 
tions on that of technical personnel, nor does it have the authority to reopen or 
require the reopening of any closed tax case. The authority to reopen closed 
cases is vested in operating officials only.” 

This policy in no way implies that internal audit makes a technical review of 
tax cases. Technical review of tax cases is the responsibility of operating officials 
of the national, regional, and district offices. The internal audit procedures permit 
the application of the auditor’s analytical skill and experience to the review of 
case files as a means of determining whether policies, practices, and procedures are 
effective, continue to serve their intended purposes, and are being properly inter- 
preted and consistently applied. If, during the review of a case file, the auditor 
finds evidence of a conclusion or action that is obviously unreasonable or incon- 
sistent with policy or procedure, the case is called to the attention of the appro- 
priate operating official for determination as to what action should be taken. 

Since there has been some misunderstanding of the difference between Inspec- 
tion’s internal audit and internal security functions, I think it may be well to 
emphasize at this point that the purpose of our Internal Audit is to assist manage- 
ment in their efforts to improve the Service’s operating efficiency. Interna! 
auditors do not investigate the conduct or character of our employees. They are 
concerned with the official conduct of our personnel only to the extent that it 
affects the integrity of accounts and transactions or the efficiency or effectiveness 
of the Service’s operation. Internal audits have, upon occasion, disclosed em- 
bezzlements and other fraudulent acts on the part of employees. These disclo- 
sures are, however, derived as a byproduct of the review and analysis undertaken 
to improve the Service’s operations and they are referred to the Internal Security 
Division for investigation. 

All investigations of employee misconduct or other matters relating to the 
integrity of the Service are the responsibility of the Internal Security Division 
Information referred to this Division as a result of internal audit activities is 
treated in the same manner as information supplied by any Service employee or 
by sources outside the Service. Any allegation, complaint, or other information 
received concerning a Service employee, is evaluated in light of the established 
criteria for initiating an investigation. If an investigation is made, the facts 
developed by the investigation are reported to the appropriate operating official 
for evaluation and such action as he deems necessary. 

I want to emphasize that Inspection’s function is solely to determine and report 
the facts. It has no responsibility for or authority over operating activities. 
It has two separate and distinct funections—internal audit and internal security. 
These functions are carried out by two separate organizational units—the Internal 
Audit Division and the Internal Security Division. Each Division has its own 
objectives, policies and the Internal Security Division. Each Division has its 
own objectives, policies, and practices designed to carry out its particular function. 
In addition, each Division is manned by separate staffs, with different back- 
ground, training, and experience. 





INTERNAL REVENUE ADMINISTRATION 9 


I firmly believe that a thorough understanding of Inspection’s functions on the 
part of every one of our 52,000 employees will result in a closer working relation- 
ship between our inspectors and our operating employees and a much more effec- 
tive and efficient administration of the Service’s activities. 

Accordingly, I would like each regional commissioner and district director to 
take full advantage of every opportunity to explain the function of our Inspection 
organization and to promote a feeling of mutual understanding and close working 
relationshir between your employees and those of Inspection. 


RvusseL_t C. Harrineton, Commissioner. 
(Two copies sent direct to each district director.) 


REOPENING OF CASES 


A material obstacle to settlement of tax cases is the knowledge on 
the part of the examining officer and the taxpayer that a case may 
be reopened after being closed by the Auditing Division. While a 
review of closed cases is desirable in the interest of uniformity, the 
reopening of cases where no fraud or collusion is involved appears to 
be unjustified. 

Under the present operation closed cases are subject to several 
reviews. One review is by the regional analyst who reviews on a 
selective basis taxpayer settlement files: (1) to determine whether the 
settlements have been based on a proper interpretation of the law; 
and (2) to determine the adequacy of the audit procedures. 

Another review which may lead to the reopening of cases is that 
of the Internal Audit Division of the Inspection Service. This activ- 
ity is outside the operations line of authority and is under the Assistant 
Commissioner (Inspection). 

The Service advises that review of a technical issue in a closed 
case is not a proper function of Inspection Service employees but that 
reopenings may have been caused in the reorganizational processes 
by reason of excessive zeal or misunderstanding of their functions. 

However, the subcommittee believes that the existence of a review 
of closed cases outside the examining officer’s own chain of command 
has a tendency to prevent the exercise of independent judgment by 
the examining officer. Furthermore, it also affects the taxpayer’s 
willingness to settle if he knows that the settlement may be upset even 
on a minor point without the examining officer’s line of command. 


RESPONSIBILITY OF THE COMMISSIONER OF INTERNAL REVENUE 


Your subcommittee views wit’ concern the fact that farflung de- 
centralization may have the effect of causing the Commissioner to 
lose control of the organization under the antlionity delegated to him 
by the Secretary of the Treasury. He must at all times have such 
contacts with the field as will enable him to keep abreast of field 
operations and see that the tax laws are administered fairly, promptly, 
uniformly, and equitably. 

The subcommittee feels that since reorganization of the Internal 
Revenue Service too much responsibility has been shifted from the 
Commissioner down into the field. We feel that more of the respon- 
sibility for the operation of the Internal Revenue Service shou! be in 
the Commissioner. 

The tendency at present is to make the national office more of a 
managerial agency than an agency responsible for decisions made. 
it is believed that there has been an excessive redelegation to the field 
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by the Commissioner in various areas. To aid the Commissioner in 
assuming responsibility for the operation of the Internal Revenue 
Service, the subcommittee recommends that the Congress provide by 
statute that if the Secretary of the Treasury delegates or redelegates 
any powers conferred upon him with respect to the determination, 
assessment, and collection of internal revenue taxes, such delegation 
or redelegation as the case may be, shall be made by the Secretary to 
the Commissioner of Internal Revenue. An exception to this rule 
shall be the power to prescribe regulations, which the Secretary may 
at his discretion delegate or redelegate either to the Commissioner of 
Internal Revenue or some other Treasury official. 'The Commissioner 
will, of course, retain his right to redelegate such powers to the field 
as will not interfere with his responsibility for the administration and 
operation of the Internal Revenue Service. 


CHIEF COUNSEL 


The subcommittee feels that the Chief Counsel should be restored 
to his former position as a statutory officer appointed by the President 
and confirmed by the Senate. 

The Chief Counsel occupies one of the top positions of responsibility 
in the enforcement of the internal revenue laws. He is the law officer 
for the Internal Revenue Service and should, therefore, be a statutory 
officer subject to confirmation of the Senate. 


REGIONAL COMMISSIONER 


Your subcommittee believes the organization and operation of the 
Office of Regional Commissioner needs further study. In discussing 
the functions of the regional structure with your subcommittee the 
Commissioner stated: 

This organization is just about 4 years old and therefore there has been a 

certain amount of fuzziness as to just what these regional people should do. We 
know it has been pretty hard to define in altogether definite terms their respon- 
sibilities. * * * I am trying to get the machine on the track and have the regional 
setup function as economically and as effectively as we possibly can make it, 
* * * All I can say to you now about this is that we are studying the problem 
and we will have a solution to it in the course of time * * *, 
It is hoped that the Commissioner will report to the subcommittee 
the results of this study as soon as practicable together with some 
indication as to the cost of the regional structure and if it is his con- 
clusion that these offices should be continued, justification therefor 
should be reported to the subcommittee. 

Your subcommittee is also aware of certain criticisms directed towards 
the physical boundaries of the Internal Revenue regions. It is stated 
that areas with similar physical characteristics have been divided 
and made part of different Internal Revenue regions. Taxpayers in 
one region are often treated differently from those in the adjoining 
region simply because there are not available in both offices experts 
capable of resolving issues which are unique to particular geographical 
areas. Where this occurs, uniformity suffers. 


SEPARATION OF COLLECTION AND AUDIT FUNCTIONS 


In the field procedures there still appears to be possible changes for 
improving the Service. The audit of returns, which is the backbone 
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of the entire revenue system, needs to be given a more independent 
status than is possible under the present system of combining collec- 
tion and audit under each director. It is hoped that the Commis- 
sioner will give further study to placing the Audit Division under a 
different head. Either the determination or the collection function 
should be reassigned to another office coordinate with the district 
director and responsible to a higher level. 

The Commissioner has already advised the subcommittee that he 
is giving further study to the present arrangement of postaudit re- 
view. ‘The subcommittee is not convinced that the present practice 
of having a separate postaudit review in each of the nine regional com- 
missioner’s offices is desirable. It does not appear to create uni- 
formity in the application of tax laws. It is hoped the Commis- 
sioner will study this arrangement and compare it with the possi- 
bility of a centralized postaudit review from the standpoint of effec- 
tiveness as well as from the standpoint of cost. 

The situation is stated in the Advisory Group’s report as follows: 


Most of the publicized criticism which has arisen since the reorganization of 
the Internal Revenue Service has pertained to that part of the organization 
handling the audit of tax returns. Audit activities have, of course, been affected 
by national office decisions, personalities, policies, and innovations, by the con- 
solidation of audit operations with intelligence and collection at the district level 
as well as by the introduction of the regional commissionership into the organiza- 
tional scheme of the Service. 

We understand that the Audit Division of the district office is placed in a 
crossfire from above which is damaging to the self-respect and vigor of frontline 
supervisory officials engaged in directing the performance of the work. Inspec- 
tion Service internal audits of the Audit Division are designed to insure rigid total 
compliance with procedures and directives regardless of their practicability. Re- 
gional analysts, on the other hand, visit the district audit installations purport- 
ing to seek out areas for improvement and helpful modification. District Audit 
supervisory officials can best satisfy the standards of the Inspection Service if 
they conduct audit operations as inflexible robots. * * * 

The placing of audit activities under regional authority as well as the consolida- 
tion of audit activity with others at the district level continues to present one of 
the greatest problems attendant to the reorganization of the Internal Revenue 
Service. The maintenance of this audit activity on a sound and efficient basis 
is so vital to the fiseal probity of our Nation’s economy, to the public’s general 
respect for our Government and to the successful continuation of an effective 
self-assessment system providing the national revenues, that serious and objective 
inquiry should continue until adequate corrections or forthright solutions remove 
all real doubt as to the efficiency and vitality of this activity. 


INFORMAL CONFERENCE PROCEDURE 


The recently adopted informal conference procedure has lessened 
considerably the criticism of the old group chief review. This in- 
formal conference procedure revolves around what is known as a 
conference coordinator who will review protested cases and assign 
them to some person who, in his judgment, is competent to handle 
that particular case or that type of issue. The subcommittee wishes 
to commend the Commissioner for this important improvement in 
the settlement procedure. We hope that if further revision of the 
conference procedure is found necessary, the Commissioner will not 
hesitate to mstitute new policies. 


89789—57 
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OFFICE AUDIT 


The subcommittee is of the opinion that the office audit procedure 
should be greatly expanded to cover a wider range of individual in- 
come tax returns and that an adequate clerical force to meet this 
expansion should be provided. It is believed that expansion of the 
office audits will provide a great potential source of additional revenue. 

The Commissioner has indicated that he will give further consider- 
ation to this matter. 

SPECIALIZED GROUPS 


It is the opinion of your subcommittee that the Commissioner 
should give consideration to the advisability of having a group of 
experts in a centralized location where advice of the group, as a 
group, can be given to the field. This may render unnecessary the 
duplication of the work of individual experts in the nine regional 
offices and produce greater uniformity. 


RULINGS PROCEDURE 


Under decentralized operation, there are several questions of rulings 
procedure which the subcommittee believes deserves consideration and 
action. 

In general, there is, properly, centralized in the national office the 
making of rulings and regulations establishing principles and policies for 
the interpretation and application of the tax laws, while decisions as 
to actual application of such rulings are made by field officers. It is 
recognized by the Service that application of rulings can be decided 
in the field contrary to sail office policy, and that while field 
officers are reluctant to refer a question to the national office for fear 
their competence will be questioned, referral in such cases is encour- 
aged. The Director has the right to ask the national office for 
interpretations but the taxpayer has only the right to request the 
Director to do so. 

In the area of exempt organization rulings, effort should be made 
to increase qualified staff for two purposes, i. e., first, expediting initial 
rulings as to exemption, and second, checking the operation to see if 
there is a continuing right to exemption. 

In cases where for proper reason decision is made to refrain from 
ruling on certain issues, the Service advised that it will change its 
policy to announce to the public decisions to withhold rulings. 


CERTIORARI TO THE NATIONAL OFFICE 


Your subcommittee is pleased to know that the Service recognizes 
the value of granting certiorari to the national office in connection 
with the qualification of pension, annuity, profit-sharing and stock- 
bonus plans, and the status for exemption of related trusts. How- 
ever, this special administrative procedure is not available in the 
case of other tax problems. At present any agent can refuse to re- 
quest assistance from the national office as to a particular point at 
issue. Your subcommittee recommends that where the taxpayer or 
his representative can establish that there is a lack of uniformity 
among Internal Revenue districts in deciding a particular issue the 
taxpayer should have the right to have the question referred to the 
national office on a certiorari basis. 





INTERNAL REVENUE ADMINISTRATION 13 


The advisory group points out other special situations in which 
certiorari should be utilized. The Commissioner should give careful 
study to the advisability of extending the right of certiorari to such 
situations. 


NINETY-DAY LETTER 


The subcommittee believes that careful consideration should be 
given to the preparation of the 90-day letter which represents the 
last word of the Commissioner prior to the filing of a petition with 
the Tax Court. Your subcommittee has received complaints that 
the 90-day letter in some cases is not sufficientiy informative to ac- 
quaint the taxpayer with the reasons or basis of the proposed deficiency. 

The appellate staff issues all 90-day letters on cases that are handled 
by them and before being sent out are subject to legal review by the 
regional counsel. For those cases not sent to the appellate staff the 
90-day letter is issued by the district director. It is hoped that the 
Commissioner will give consideration to having all 90-day letters issued 
by the appellate staff and reviewed by the regional counsel. 


APPELLATE DIVISION SETTLEMENTS 


It has been brought to the attention of the subcommittee that many 
taxpayers bypass the administrative machinery of the Appellate 
Division which was established to give taxpayers every opportunity to 
arbitrate his issues short of going to court. Of the total cases disposed 
of by the Appellate Division in fiscal year 1956 and which had orig- 
inally bypassed the Appellate Division, only 11.9 percent were 
eventually tried in the Tax Court, and 88.1 percent were disposed 
of by agreed stipulation, dismissal, or default. Inasmuch as many 
docketed cases are eventually settled by stipulation in the Appellate 
Division, the subcommittee feels that serious study should be given 
by the Commissioner to the reasons why these cases were not settled 
in the predocketed stage. 

In the opinion of the subcommittee, the chief counsel’s representa- 
tive in the field should have the authority after consultation with the 
Appellate Division to make final settlements with respect to docketed 
cases since he is responsible for trying cases in the Tax Court. The 
subcommittee also believes that stipulations should be entered into as 
promptly as possible after cases are docketed in the Tax Court. 

We are concerned that there has been an increase in the inventory 
of cases in the Appellate Division. For example, with respect to 
nondocketed cases, there were 9,111 cases pending at the end of fiscal 
1955. By the end of fiscal 1956, the number of nondocketed cases 
had increased to 9,839. Docketed cases show the same trend; at the 
end of fiscal 1955, 7,961 cases were pending in the Appellate Division. 
At the end of fiscal 1956, the number pending had risen to 8,422. 
Thus, in the span of a single fiscal year, the inventory of cases, docketed 
and nondocketed, in the Appellate Division increased by 1,189. Dur- 
ing the same period the number of cases closed declined 1,764, although 
the number of cases received by the Appellate Division in fiscal 1956 
exceeded by 3,398 the number received in the preceding fiscal year. 

These statistics are directly reflected in the case load of the Tax 
Court. For example, of 4,639 cases filed in the Tax Court in fiscal 
1955, 3,178 had been considered by the Appellate Division and 1,461 
cases bypassed the administrative machinery of the Appellate Division. 
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In 1956, the number of cases bypassing the Appellate Division had 
increased to 2,526, about a 73 percent increase. In fiscal 1956, only 
2,476 out of 5,002 petitions were considered in the Appellate Division. 

From these statistics, it seems clear that the Appellate Division is 
being bypassed by an increasing number of taxpayers. ‘There appears 
to be a reluctance on the part of many taxpayers to employ the ad- 
ministrative machinery set up to enable them to settle their differences 
with the Government without the necessity of litigation. The Com- 
missioner should study this problem and make a report thereon to the 
subcommittee. 

VOLUNTARY DISCLOSURES 


We believe a study of the desirability of reinstating a policy of 
voluntary disclosures should be made by the Commissioner with a 
view toward devising a workable plan which will adequately protect 
the interests of both the taxpayer and the Government. 

The subcommittee has not sufficient facts available to consider the 
practicability of such a plan. It appears from the many suggestions 
that have been made that this matter should be considered both from 
the standpoint of the revenue to be gained as well as from the stand- 
point of its effect upon the voluntary system of self-assessment. 


JEOPARDY ASSESSMENTS 


Authority to levy a jeopardy assessment is at present delegated to 
the field by the Commissioner. It is the opinion of your subcommittee 
that such a powerful legal device should be retained by the Commis- 
sioner and authorized only by him. The attention of the subcom- 
mittee has been called to the fact that jeopardy assessments have 
often been used as a means of obtaining from the taxpayer an agree- 
ment to waive the statute of limitation. In addition, complaints 
have come to the subcommittee which indicate that this device has 
been exercised in the field promiscuously, arbitrarily, or capriciously. 
Your subcommittee feels that provision should be made for controling 
jeopardy assessments so as to avoid its use except in cases where the 
Commissioner believes there is real financial jeopardy. The Com- 
missioner can always extend the statute of limitation by the use of 
a 90-day letter. 

It is recognized that, in some cases, the Commissioner should have 
more time than is presently provided by the 3-year statute in which 
to develop all details necessary to decide a particular case. There- 
fore, the Commissioner should study this problem and make a report 
to the subcommittee. 


CRIMINAL PROSECUTIONS 


We are aware of situations in which agents have made reckless and 
inexpert overstatements of a taxpayer’s liability, in order to justify 
fraud charges and prevent the running of the statute of limitations, 
or have brought fraud charges where no return was filed, despite the 
fact that no tax wasdue. Such occurrences cause unwarranted public 
embarrassment to taxpayers and the Internal Revenue Service and 
should be avoided. 

Criminal cases are presently referred directly to the Department of 
Justice from the 9 regional offices in the field. The subcommittee 
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feels consideration should be given to a return to the procedure in 
effect prior to January 8, 1952, whereby all recommendations for 
criminal prosecution were reviewed in the national office and a uniform 
policy applied before the case was referred to the Criminal Section 
of the Tax Division of the Department of Justice for prosecution. 

If this is done, consideration might be given to eliminating some of 
the reviews in the field. One thorough review by a group experienced 
in this work would appear to be preferable to several reviews at various 
field levels. A decision as to whether a taxpayer should be prosecuted 
for fraud should be made only after careful consideration of all the 
facts and circumstances of the particular case and its effect upon the 
community as a whole. In no case should a fraud case be instituted 
unless there is sufficient evidence to warrant a conviction. 


ACQUIESCENCE IN TAX COURT DECISIONS 


The subcommittee is perturbed about the number of Tax Court 
decisions in which the Commissioner refuses either to acquiesce or 
appeal. The initial record in a Tax Court case is made by the Com- 
missioner, and presumably represents the situation most favorable to 
the Commissioner in his interpretation of the law. When the Tax 
Court decides in favor of the taxpayer, the Commissioner should 
follow the decision or appeal it. This policy of neither acquiescing 
in nor appealing a decision leads to confusion, uncertainty, and lack 
of uniformity. The Commissioner should reappraise the present pro- 
cedure with a view toward adopting a policy of appealing or acquiesc- 
ing in adverse decisions, or requesting the Congress for clarifying 
legislation. 


POLICY 1N THE FEDERAL COURTS 


The subcommittee believes a group comprised of representatives of 
the Department of Justice, the General Counsel of the Treasury and 
the Commissioner of Internal Revenue should be established to review 
tax litigation policies with a view toward providing greater coordina- 
tion among them. Uniform policies would go far toward eliminating 
needless litigation. If such a group existed with authority to review 
policies relating to both civil and criminal offenses and to make recom- 
mendation, application of the tax law would become more certain and 
litigation more predictable. 


ADVERSE CIRCUIT COURT DECISIONS 


Cases which involve conflicts between the courts and the Com- 
missioner as to the proper interpretation of the law are of concern to 
the subcommittee. We feel that when this conflict advances to the 
point at which two or more courts of appeal decide a given issue ad- 
verse to the Commissioner’s position, he should abandon further liti- 
gation and seek legislative clarification of the statute involved. The 
interests of both the Government and the taxpayer are served when 
needless litigation is avoided, and this is especially true where the 


court decisions create confusion as to the proper interpretation of the 
law. 
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TREASURY PRACTICE 


At present, only a person who meets certain qualifications can 
obtain a Treasury card which entitles him to represent a taxpayer 
before the Treasury Department. 

In small towns, taxpayers often rely upon such persons as school- 
teachers, bank clerks, and others, as well as experienced accountants, 
to assist them in preparing their tax returns. Many cases could be 
disposed of at the revenue agent or group chief Jevel if these persons 
were permitted to represent the taxpayer at informal hearings. 


CONSOLIDATION OF EXCISE TAX ACTIVITY IN REGIONAL COMMISSIONER'S 
OFFICE 


It is noted that the alcohol and tobacco tax activity is separated 
from other activities placed in the office of the regional commissioner 
rather than in the office of the district director. It is hoped the 
Commissioner will give study to the desirability of adopting the same 
course with respect to other excise taxes. It is understood that this 
matter will be considered by the Forand subcommittee. 





PART II 


PRELIMINARY REPORT OF THE ADVISORY GROUP 
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PART II 
REPORT 


ADMINISTRATION OF THE INTERNAL REVENUE 
SERVICE 


INTRODUCTORY 


Your Advisory Group was appointed to assist the Subcommittee on 
Internal Revenue Taxation in making a study of the administration 
of the Federal Internal Revenue laws with a view to determining 
whether any improvements could be made to promote administrative 
efficiency, to protect the revenue, to provide equity and fairness to tax- 
payers, and to ascertain what steps, if any, might be appropriate to 
improve the morale of the Internal Revenue Service. 

We were assembled and held our first meeting on November 9, 1956, 
and were requested then to submit by the end of the 84th Congress the 
results of our studies up to that time. 

The group consisted of the following members: 


Eugene F. Bogan, Chairman Harry K. Mansfield 
Mark B. Richardson, Vice Chairman Robert N. Miller 
John H. Alexander Leslie Mills 
Michael D. Bachrach Seymour Mintz 
Bernard H. Barnett George BD. Neal 
Kenneth W. Bergen C. Rudolf Peterson 
J. P. Goedert James K. Polk 
James D. Head H. H. Scaff 

Allan H. W. Higgins Troy G. Thurston 
J. Paul Jackson Charles N. Whitehead 
J. B. Jarratt Laurens Williams 


We have earnestly endeavored to make the present study an objective 
inquiry and, to the extent time permitted, to test operating policies and 
procedures to see how they are actually working. 

The group especially wishes to emphasize one very important 
thought. An inquiry of this nature necessarily must restrict itself to 
pt out, commenting on, and possibly recommending rope in 
particular administrative areas where a group such as this believes 
there is either a serious weakness or that there is a fair basis for major 
improvement. The nature of the undertaking, and the always attend- 
ant time limitations, do not permit identifying every separate admin- 
istrative operation and either approving or commending it. If this 
were practicable, we have no doubt but that many commendations 
would be in order. We are, for instance, most favorably impressed 
by a brief exposure to present and proposed personnel training pro- 
grams. We believe Commissioner Harrington is ably and coura- 

ously conducting one of the most difficult administrative tasks in 
the executive structure. We believe the Internal Revenue Service is a 
basically sound agency, staffed by and large with a loyal hardworking 
group of public servants and that there has been an improvement in 
morale during the last year. 
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However, we believe as to this agency, as with all public agencies, 
that suggestions of areas of improvement or change, or of areas of 
proper inquiry, can be made and that no responsible element of the 
public will have any basis for regarding such suggestions as broadly 
critical of the entire agency operation and its personnel. 

The group has, of necessity, limited its study to noticing only those 
administrative matters where we believe improvement is possible, 
changes are desirable or study is warranted. We are confident that 
executive staff personnel of the Service will appreciate this and our 
effort at frankness in stating our views. 

We have had the benefit of the detailed studies and reports on inter- 
nal revenue administration made— 

(a) January 27, 1948, to the Joint Committee on Internal Reve- 
nue Taxation by an Advisory Group comprised of Henry Her- 
rick Bond, William J. Carter, N. Loyall McLaren: and George 
W. Mitchell; and 

(b) July 25, 1955, to the Joint Committee on Internal Reve- 
nue Taxation by an Advisory Group comprised of Montgomery 
B. Angell, Bernard H. Barnett, Norman D. Cann, W. Herbert 
Danne, Aubrey R. Marrs, Fred Martin, Mark FE. Richardson, and 
W. A. Sutherland. 

The 1948 Advisory Group report was made several years before the 
reorganization of the Internal Revenue Service under Reorganiza- 
tion Plan No. 1, which became effective March 14, 1952. The 1955 
Advisory Group report stemmed from a study begun in January 1953 
and was directed primarily to a consideration of the organization and 


operation of the Internal Revenue Service under Reorganization 
Plan No. 1. 


The 1948 Advisory Group report was directed to an administrative 
structure quite different from that of the Internal Revenue Service 
today, but it repeatedly draws from its study lessons which point out 
important concepts in tax administration. Some of these we quote 
here and adopt as our own. 


Page vii: “The Bureau of Internal Revenue is the most vital direct link 
between the citizen and his Government. Standards of integrity, competence, 
absolute fairness, and performance should nowhere in the Government serv- 
ice be higher than in the Bureau. The attainment and maintenance of those 
standards cost money—a great deal of money. The alternative, however, 
cheap tax administration, costs, in the long run, more than any nation can 
bear.” 

Page 1: “A well-designed and intelligently administered enforcement and 
audit program is costly, but insures the higher standards of tax administra- 
tion needed for equitable treatment of taxpayers.” 

Page 2: “It follows that when appropriations for the Bureau are reduced 
the immediate and inevitable impact upon its functioning is a reduction in 
funds allocable to enforcement. * * *” 

Page 3: “Although primary emphasis seems usually to have been placed on 
the correction of errors that understate tax obligations, equitable administra- 
tion requires that equal emphasis be placed on inaccuracies that overstate the 
taxpayer's liability. It is the function of the administrative agency to assist 
tuxpayers in the determination of their correct tax liability. * * * The 
Bureau is not the Government’s advocate; its responsibility is to provide 
uniformity in the application of the revenue laws irrespective of the imme- 
diate financial consideration.” 

Page 22: “The most economical enforcement program from a long-run view- 
point is one which maximizes the likelihood that the original tax return is 
completely and correctly filled out. Any system of administration that loses 
this advantage compounds its cost and complexity and may prolong ua large 
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number of final settlements of tax liability beyond the practical limits of 
the Government's or taxpayer’s endurance.” 

Page 22: “The key to a fuller utilization of the taxpayer’s cooperation lies 
in the adoption of Government policies and practices which will lead to a 
greater degree of mutual confidence.” 

Page 23: “In the current situation it is necessary to take steps to convince 
taxpayers that revenue agents and deputy collectors are not merely protect- 
ing the revenue; it must be obvious that the interests of the taxpayers are 
being given equal priority.” 


The activation of Reorganization Plan No. 1 of March 14, 1952, did 
not actually get well underway until the me 1953, and its progress 
during its first 2 years was reported by the then Commissioner in a 
memorandum to the Secretary of the Treasury dated February 18, 
1955, as follows (p. 77, 1955 report) : 


Two years ago the initial stages of the reorganization of the Internal Revenue 
Service had been completed. However, the big job of realining functions, defin- 


ing responsibilities, modernizing procedures and instituting proper controls 
remain to be done. 


The tedious task of making the reorganization work was completed about 


July, 1954, and the bare blueprint that we inherited became a dynamic, effective 
organzation. 


The July 1955 advisory group report on pages 33 to 35 sum- 
marized its recommendations as follows: 


Recognizing that the reorganization of the Internal Revenue Service under 
plan No. 1 is an accomplished fact, the advisory group is of the opinion that 
it is not practical at this late date to suggest a return to the old system. More- 
over it is believed that some of the changes accomplished under the new system 
have been an improvement. It is the, opinion of the advisory group, however, 
that changes can be made in the present organization of the Service which will 
materially improve the revenue situation and the morale and administration 
of the Service. 

Our recommendations for improving the Service are as follows: 

(1) That a study be made under the direction of the Joint Committee on 
Internal Revenue Taxation to determine whether the offices of regional com- 
missioner represent an unnecessary superstructure which should be abolished. 
From information presently available, it appears that these offices may be 
unnecessary. 

(2) The supervision of the two functions of tax determination and tax 
collection should be placed in a single administrator above the district director 
level. Either the determination or the collection function should be reassigned 
to another official coordinate with the district director and responsible to a 
higher level. 

(3) A centralized postaudit review should be established in the national 
office in order to provide greater uniformity in the administration of tax laws 
and regulations but with no authority to reopen cases in the absence of fraud 
or misrepresentation of material facts. 

(4) The role of the Inspection Service in the Internal Revenue Service should 
be confined to investigating wrongful conduct by Service employees and to the 
systematic verification of audit accounts and financial transactions. It should 
be the stated policy of the national office to make clear at all times that its 
function is limited to these duties. It should not be permitted to reopen and 
review determinations and settlements on the merits. 

(5) Performance of agents should not be judged on the basis of production 
quotas. There shenld be a return to the system which places more reliance in 
the judgment of the group supervisor in determining what type of case ought to 
be handled by agents under his control and the time to be allotted to a particular 
agent to make an examination. Agents should not be compelled to make a 
hurried and ineffectual examination through a production quota. 

(6) There should be assembled in the national office groups of specialists 
capable of giving advice to the field on particular technical subjects. It is be 
lieved essential that specialized problems should be passed upon by an experi- 
enced group of technicians and not entrusted to the judgment of individual 
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agents. This is particularly true with respect to such matters as engineering 
problems, exempt organizations, corporate distributions and adjustments, pension 
and profit-sharing trusts, insurance, and interest computations. 

(7) The Chief Counsel should be restored to his former position as a statutory 
officer appointed by the President and confirmed by the Senate. 

(8) So long as the Chief Counsel remains under the authority of the General 
Counsel for the Department of the Treasury the budgetary control of the Chief 
Counsel’s Office should be vested in the General Counsel and not subject to the 
budgetary control of the Commissioner. Some adjustments should be made in 
the salary scale of the Chief Counsel’s Office so that top positions of comparable 
responsibility in the Commissioner’s Office will not be above those of equal 
responsibility in the Chief Counsel’s Office. 

(9) A study should be conducted under the direction of the Joint Committee 
on Internal Revenue Taxation to determine whether a separate conference sec- 
tion should be established in the district director’s office. From information 
available it appears that the new informal conference procedure is not working 
satisfactorily in all regions and that the overburdening and conflicting ad- 
ministrative and technical duties of the group supervisor make it impossible 
for one man to adequately perform such duties. 

(10) The voluminous reports now required from the field should be curtailed. 
There should be a lessening of requirements from the field for statistical reports 
and data. The compilation and furnishing of statistical information which the 
field offices are now required to submit seriously interfere with the main function 
of determining and collecting taxes. 

(11) Adequate clerical and stenographie assistance should be provided for 
revenue agents and others engaged in making tax. determinations. This is a 
problem which has existed for some years but recently has become more acute. 

(12) This report sets forth certain comments of the present operation of the 
Internal Revenue Service under the reorganization. The advisory group is of 
the opinion that the report should be released for public examination and 
analysis and that public hearings be held for discussing the advisory group’s 
recommendations. 


These recommendations of the July 1955 advisory group report 
are restated here only for the purpose of making them more easily 
available for ready reference by members of the Subcommittee on 
Internal Revenue Taxation. Some administrative changes relating 
to these recommendations have been made: for example, in the area 
of recommendation (5), relating to production quotas for agents, 
and in the area of recommendation (9), relating to informal confer- 
ence procedure in directors’ offices. 

Preliminarily, we should note that at no time did we conceive that 
our study should be directed to any doctrinaire approach as to whether 
the 1952 reorganization should be accepted and continued or aban- 
doned for a return to the old or a modified system. We note, as did the 
last advisory group, that reorganization of the Internal Revenue 
Service under plan No. 1 is an accomplished fact and that it is not 
in the public interest to engage in another major recasting. The 
warning of the 1948 advisory group (p. 2) is still valid: 

Because the steady flow of Government revenue cannot be jeopardized by 
faulty or impractical reforms, any plan of reorganization must be tested and 
retested before it is put into full operation. Moreover, the Bureau must main- 


tain full-scale housekeeping Operations at all times and cannot go on a stand-by 
basis or completely shut down while it engages in any extensive remodeling job. 


This is not to suggest in any way that there is any basis for even 
contemplating a major recasting. Changes and modifications in the 
present structure and in operating policies, as their desirability and 
necessity become evident ne experience, can be made without the 
necessity of a repetition of the major surgery of several years ago. 
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At the outset we were furnished with a list of administrative topics 
assembled from complaints, questions, and inquiries brought to the 
attention of committee members by taxpayers and tax practitioners. 
These topics were all in the administrative field and ranged from basic 
questions as to the practicability of certain phases of the reorganiza- 
tion to specific points on such matters as Internal Revenue Service 
litigation pone y and the extent to which there is a willingness to accept 
responsibility for decision in the Service’s civil settlement procedures. 
They include fundamental questions of adequacy of salary scales and 
opportunities for promotion. The topics in the list, and the nature 
of our plan of inquiry, readily suggested the following broad areas of 
subdivision of the inquiry: 


I. Personnel Matters, 
II. Function of Regional Commissioner’s Office, 
Ill. Field Audit Procedures, 
IV. Reopening of Cases, 
V. Civil Settlement Procedures, 
VI. Litigation Policy, 
Vil. Rulings Procedure. 
VIII. Specialized personnel, 
IX. Administration and Procedure in Fraud Cases. 


In our inquiries we made diligent effort to test whether the under- 
standing and concept of some of the national office administrative 
policies is one thing in the national office and quite a different thin 
in actual operation at the field working level. An example of this is 
the inquiry into the effect of certain facets of the field activities of the 
Inspection Service on employee morale and employee willingness to 
assume responsibility for decision. This is discussed in several of the 
Subdivisions of this report. 

We have had an excellent and practicable working arrangement 

with the Commissioner of Internal Revenue and with national and 
field office staff members. There has been frequent easy informal con- 
tact with staff personnel familiar with each area of inquiry at the 
national office and at a number of field offices, particularly in New 
York, Boston, Chicago, San Francisco, Detroit, Cincinnati, Louisville, 
Pittsburgh, and Dallas. The assistance arranged by Commissioner 
Harrington is best described as splendid. It fully fits the hope ex- 
pressed in a recent speech by Chairman Mills: 
I would like to see an almost personal relationship established between the 
members of the subcommittee and the officials of the Treasury Department and 
Internal Revenue Service. * * * It should be possible for officials of the Treasury 
Department, the Internal Revenue Service, and members of the tax-writing com- 
mittees of Congress to sit down and diseuss their mutual problems in a spirit 
of cooperation and mutual understanding. 

We have also had excellent assistance and cooperation from: Mr. 
Colin F. Stam, Chief of Staff of the Joint Committee on Internal 
Revenue Taxation, and Mr. J. Leroy Smith and other members of the 
staff, and from the staff of the Committee on Ways and Means. 

Since in every subdivision of our inquiry we encountered a situation 
of concern stemming from personnel and morale considerations, 
it was our decision to limit our subdivision discussion of “personnel 
matters” to a frank statement of broad considerations, and also to 
state in the other subdivisions such pertinent comment on personnel 
and morale as we had developed. 








SUBDIVISION I 
PERSONNEL MATTERS 


1. GENERAL 


It is the opinion of your Advisory Group that the Internal Revenue 
Service is faced with a serious personnel problem as follows: 

1. Shortage of caeaueaa clerical and technical, particularly 
= top-quality, competent career personnel at all working levels, 
plus 

2. A personnel recruiting and attrition problem stemming 
largely from inadequacy of compensation, some statutory deter- 
rents to advancement and some factors related to morale, such 
as certain functions of the Inspection Service, and treatment of 
employees in the audit of their own tax returns. 

In considering personnel problems of the Internal Revenue Service 
the magnitude of this Federal operation and its importance in the 
Sedseal adininiatna i. structure must be constantly borne in mind. 

Today the Internal Revenue Service has a force of over 50,000 em- 
ployees operating out of 928 offices spread throughout the country. 
The most recently announced 12 months internal revenue collections 
amount to $77,652 million. Each year the Service receives for han- 
dling, audit, and check more than 90 million tax returns. The number 
of separate payments of tax it has to process, post, and run through its 
accounts must exceed each year a billion transactions. A fair estimate 
of a number of taxpayers it has to do business with is 60 to 65. 
million. 

The task of the Service is without a doubt the most sensitive of any 
task in the Federal administrative structure. Operating under a huge 
body of technical, complex tax laws, it has to do business directly with 
an enormous number of taxpayers and in a manner which will encour- 
age their cooperation with a system geared largely to full reporting 
and self-assessment. The single most important factor of successful! 
Federal tax enforcement in this country is taxpayer attitude. 

Absolutely essential to collecting this huge annual tax sum and to 
ascertaining and enforcing the collection of deficiencies is a well 
trained, well paid, competent body of employees with high morale and 
integrity, skilled in conciliation, and largely dedicated to making a ca- 
reer of employment in the service. Any major weakness in the person- 
nel structure stemming from difficulties of recruitment, low quality 
of recruitable people, personnel attrition through early separations of 
top-quality personnel, an inordinately large percentage of weak per- 
sonnel, and poor morale, can be incredibly onthe tieeoua revenue losses 
and through lowering of that essential taxpayer confidence and cooper- 
ation in the self-assessment system. Executive or legislative unwilling- 
ness to face up to this reality would be one of the most expensive 
mistakes the Federal Government could make. 
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This is true even in the classes of nontechnical clerical personnel. 
The accounts, payments, and records of over 60 million taxpayers sim- 
ly have to be accurately checked and currently posted, papers must be 
ile, ee ba requirements must be fully and quickly met. 


The 1948 Advisory Group report stated the essential point as 
follows: 


The Bureau of Internal Revenue is the most vital direct link between the citizen 
and his Government. Standards of integrity, competence, absolute fairness, and 
performance should nowhere in the Government service be higher than in the 
Bureau. The attainment and maintenance of those standards cost money—a 
great deal of money. The alternative, however, cheap tax administration, costs, 
in the long run, more than any nation can bear. 

The Service is today seriously short of top-quality personnel at many 
levels in the saiary structure. For the future, as veteran qualified per- 
sonnel die, resign, or retire, the availability of required replacements 
from lower levels with personnel of similar quality will be a formidable 
problem. The Service faces a serious difficulty a even in recruiting 
sufficient clerical personnel in the lower grades, and its inability to se- 
cure qualified stenographic help can justifiably be described as desper- 
ate. For the technical activities such as audit and legal work, not only 
is there a difficult recruitment problem as to both number and quality, 
but the separation rate is inordinately high. The pattern, to a degree 
which causes serious concern, is that promising young people, after a 
short period of perhaps 4 or 5 years during which skill and competence 
in Federal tax matters have been acquired, leave the Service for much 
Peon remunerative employment in private industry and professional 

rms. 

During the years prior to the 1952 reorganization, the Bureau of In- 
ternal Revenue was traditionally well manned with veteran personnel 
at all levels, a large majority of whom were quite content to make public 
service a career. Person nel atérition then could probably be described 
as a percentage which is healthy for any organization to permit the 
infusion of new blood and new ideas at all levels. Since the 1952 reor- 
ganization, many veteran employees have left the Service. Apparently 
the reasons included discontent with the new system, the bringing 
into the Service at high levels of people with no background in the 
Federal tax structure, changes in the tax law which increased the 
demand of industry and the professions for trained tax people, and 
various morale factors. Today the wage scales are inadequate to 
attract and retain the many top-caliber employees the Service must 
have. 

Some form of prompt effective action is desirable to permit the Serv- 
ice to offer higher salaries to its personnel. 


2. CERTAIN MORALE FACTORS 


Included in morale factors are two which appear to have needlessly 
hurt the self-respect of Service personnel and their pride in their 
work. One is the combination of duties of the Inspection Service in 
its twofold functions referred to as “internal security” and “internal 
audit.” The other is the treatment which has been accorded for Serv- 
ice employee in the audit of their own income-tax returns. 

(a) Internal audit functions of the Inspection Service——The two 


functions of the Inspection Service are described by the Service as 
follows: 
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(a) Internal security: * * * investigating wrongful conduct of service em- 
ployees * * *, 


(b) Internal audit: * * * Internal audit is a fact-finding group * * *. Its 
function is to carry on a systematic verification of accounts and financial trans- 
actions * * * anda review and evaluation of policies, practices, and procedures 
at alt organizational levels. Internal audit in connection with its review and 
evaluation of policies, practices, and procedures does review case files; * * * 
the review of case files is nothing more than a means of determining that policies, 
practices, and procedures are effective, continue to serve their intended purpose 
and are being properly interpreted and consistently applied. * * * Internal audit 
is a widely utilized management control device throughout both Government 
and private industry. In the Revenue Service, with so many of its employees 
dealing with the public in work that involves large elements of trust and dis- 
cretion, the need for an independent review is obvious. [Italic supplied.] 

The origin and scope of the Inspection Service activities apparently 
stem in part from a Presidential statement of January 1952, as follows: 

A strong vigorous Inspection Service will be established and will be completely 
independent of the rest of the Bureau. Through a comprehensive system of 
audits and inspections, this service will keep operations and management of 
the Bureau under continual scrutiny and appraisal. 
and in part from the 1951-52 investigation by the Subcommittee on 
Administration of the Internal Revenue Laws of the Committee on 
Ways and Means. See pages 2, 5, 6, and 7 of the 1952 report of this 
subcommittee entitled “Internal Revenue Investigation.” 

The Inspection Service was, therefore, established during the period 
of the public revelations of tax scandals which shocked the country. 
In the feeling of the time, and the importance of restoring public con- 
fidence in Federal tax administration, it was perhaps too much to ask 
deliberate, sober consideration of the long-term effect of this admin- 
istrative operation on the whole structure of Federal tax admin- 
istration. It is at least desirable today, from a perspective of 5 years, 
in a much different atmosphere, to suggest that there should be re- 
viewed and reconsidered the necessity for and desirability of an in- 
ternal audit operation by the same organization charged with enforcing 
internal security. 

We do not disagree at all with the internal security function of the 
Inspection Service as we understand it. Nor do we di ee with that 
part of its internal audit function, as we understand it, covering 
“systematic verification of accounts and financial transactions.” But 
the use of the same organization charged with control of internal se- 
curity, with all the connotation implicit in this term, as a “management 
control device” for “independent review” of the exercise of “trust and 
discretion” by employees, including “review and evaluation of policies, 
practices, and procedures at all organizational levels,” is bound to have, 
and we believe it has had, an adverse effect on employee morale and 
willingness to take responsibility for decision. 

Considering that basically the technical employees of the Service 
are engaged'in difficult and important interpretation of laws, reg- 
ulations and rulings, and the appraisal of factual situations requiring 
a high degree of competency, courage, and judgment, it would seem 
that the efficiency with which they handle their tasks, and the skill, 
courage, and willingness to assume responsibility which they show, 
is best appraised in the normal reviewing channels of the Service 
and not ie the same administrative group which handles internal 
security. It must be expected that, while most employees will ac- 
cept normal supervision and correction in normal reviewing chan- 
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nels, an employee will not accept gracefully an atmosphere in 
which his conscientious efforts to do his job to the best of his abil- 
ity, particularly if the job requires decisions, must be done with 
the consciousness that an inspector less versed in the particular 
specialty may challenge his decision. 

We have had reports from different parts of the country of cases 
which have been closed through normal working routines, through 
decisions arrived at in the best judgment of those participating (and 
reviewing), but upset when someone from the Inspection Service has 
examined the file. As to this see the discussion in Subdivision IV, 
under subject 3. 

Every organization employing a number of people must, of neces- 
sity, have certain procedures and controls in order to insure the proper 
functioning of those employees within the framework of the estab- 
lished rules and policies. When, however, the control techniques 
become of such a character that the employee becomes extremely con- 
scious of their existence, it becomes increasingly difficult to retain 
many able employees who can easily find posts having a happier work- 
ing atmosphere. Moreover, employees who will aecept such condi- 
tions may tend to adjust their mode of operations in order to minimize 
the impact of those controls on them. The net effect is a normal 
human tendency to avoid doing anything in which one has to assume 
the responsibility of justifying his position at some future date. 

(b) Employee tax return audit. Beginning in 1952, morale of 
Service employees has been adversely affected by the income-tax return 
audit treatment to which they were subjected. There have been re- 
cent minimizing changes in this practice which will be discussed. The 
treatment accorded Service employees differed greatly from that 
applied generally to taxpayers, including employees of other Federal 
agencies, and stemmed back to the 1952 investigation by the Subcom- 
mittee on Internal Revenue. The 1952 subcomittee report stated on 
page 6: 

At the behest of this subcommittee two methods of discovering such cases 

have recently been adopted by the Bureau. These are the net worth question- 
naire and the auditing of employee’s tux returns. 
As late as January 18, 1955, 1.R. Mim. 55-5 (now substantially modi- 
fiel) required that every employee, except minor clerical or house- 
keeping personnel, be audited regularly. This was described as a 
measure “* * * to insure the integrity of officials and employees, 
rather than as a conventional audit program * * *.” Anditing 
agents were directed to obtain a financial statement from the particu- 
lar employee prior to beginning the audit. In any case resulting in 
a tax deficiency of $100 or more “regardless of the basis” a copy of the 
agent’s report was required to be sent to the Inspection Service. 

I.R. Mim. 55-5 was completely revised on August 11, 1955, and the 
coverage rule was limited to an annual audit of officials and employees 
occupying positions in grades GS-13 and above. The requirement 
for securing a financial statement was dropped. The requirement for 
reporting deficiencies of $100 or more, regardless of the basis, to the 
Inspection Service was retained and to it was added a rule for report- 
ing “an aggregate of $150 or more” to the Inspection Service. 

It would seem that the recent modification of the tax return audit 
treatment of employees (particularly as to the financial statement) 
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should help considerably to mitigate the morale effect of the employee 
audit program. However, the damage done by the former practice can- 
not be quickly dissipated. Moreover, there is still a substantial area 
where there can be a problem of adverse effect on morale. In particu- 
lar, the requirement of reporting in every case deficiencies in excess of 
$100 (or over an aggregate of $150) to the Inspection Service, consid- 
ering that there tuabe infinite innocent reasons for differences of opin- 
ion as to tax liability, and considering also the internal security conno- 
tations of the Inspection Service, is a form of treatment not accorded 
other taxpayers or Federal employees. Such a matter does not seem 
to be an internal security matter unless there is involved fraud or 
dealings of an irregular nature. 

The fact is that the Service were is a taxpayer like any other 
taxpayer, and a Federal employee like any other Federal employee, 
and is entitled to expect the same treatment as is accorded other tax- 
payers and other Federal employees. The average Service employee 
will not regard his job as an exceptional one at exceptional pay war- 
ranting administrative tax treatment less favorable and considerate 
than that accorded to other Federal employees. 

Challenges to the integrity of Service employees have involved only 
a small fraction of 1 percent. Traditionall , and today, the body of 
Internal Revenue Service employees has been an extremely diligent 
loyal group of faithful public servants. It would seem logical to 
assume that as taxpayers, Service employees have at least the same 
standards of integrity and honesty as other taxpayers (probably 
higher), and should receive the same treatment and be entitled to 
hold their jobs without administrative affronts to dignity and privacy. 

This nities of exceptional tax return audit treatment originating 
in the atmosphere of the 1951-52 situation was evidently considered 
very important to help restore public confidence in the integrity of the 
then Bureau of Interna] Revenue. The question may be fairly posed 
today : Is it desirable administrative policy ? 


3. SUGGESTED ACTION 


As to problems of pay scales and personnel recruitment, this is no 
doubt common to most Federal agencies today. It is fair to ask, how- 
ever, whether the function of the Internal Revenue Service in enforc- 
ing the tax laws and collecting the national revenue is not of such 
exceptional importance that the Government cannot risk impairin 
Internal Revenue Service effectiveness by inadequate pay a8 an 
impediments to advancement. If consideration is to be given to up- 
grading salaries in the Interna] Revenue Service to assist its recruit- 
ment and retention of the career personnel it needs, there is a very 
practical consideration as to how and when it will be done. If left 
to the present pattern of the Civil Service Commission it is doubtful 
that anything will ever be done—simply because the Commission will 
doubtless hold this agency in line with other old-line Federal agen- 
cies. Protestations of needs by Service officials will be measured by 
the same standard. 

We understand also that there is a question as to lack of balance in 
the number of top grades assigned to the Chief Counsel’s staff and 
also within the Assistant Commissioner breakdowns. We under- 
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stand that the operation of the Whitten amendment, which has re- 
stricted opportunity for advancement, is an important factor in per- 
sonnel attrition and morale. We also understand that personnel 
recruitment and attrition are affected by geographical considerations, 
That is, the salary structure of the Service is on a nationwide basis, 
regardless of the “labor market” in which employees are working. 
There are wide variables in the country between “low cost” and sete 

priced” labor markets, and the effect of these variables should be 
examined. 

If the necessity for a decision to upgrade Internal Revenue Service 
classifications is accepted, then it seems very desirable that some form 
of summary action be devised to reverse promptly the present per- 
sonnel trend. The Advisory Group recommends prompt review of 
salary scales, particularly in the upper grades, with a view to increases 
where necessary, elimination of some of the restrictions on advance- 
ment, and the addition of a number of so-called supergrades to the 
Service. 

As to the Services’ legal staff, see also the discussion under Subdi- 
vision VI. 

As to the morale factors discussed above, the Advisory Group rec- 
ommends early reconsideration by the Internal Revenue Service of 
the administrative policies and practices described. The group is 
confident that, if this is done, major changes will be made. 

We tender the foregoing as an important public policy question 
and reiterate that early attention «nd summary action are strongly 
indicated. 





1 Sec, 1310 (c) of the Supplemental Appropriation Act of 1952, as amended, provides: 

“* * * No person in any executive department or agency whose position is subject to 
the Classiticattion Act of 1949 as amended shall be promoted or transferred to a higher 
grade subject to such Act without having served at least one year in the next lower grade,” 

However, a 1952 amendment (Public Law 375, 824 Cong.) provides: 

“* * * in order to avold undue hardship or inequity the diva Service Commission, when 
requested by the head of the agency involved, may authorize promotions in individual 
cases of meritorious nature.” 








SUBDIVISION II 
FUNCTION OF REGIONAL COMMISSIONER’S OFFICE 


1. GENERAL 


The reorganization of the Internal Revenue Service has for approx- 
imately five years now utilized the Regional Commissioner’s Olfice as 
one of the most important basic units of its organizational structure. 
The wisdom of the abolition of these organizational entities or their 
drastic modification is a question of far too much importance and 
effect to be approached precipitately or empirically. 

Past comment, criticism, and defense relating to this organizational 
unit has, it appears, largely centered upon the regionalization of cer- 
tain tax audit, collection, and administrative activities, but es- 
pecially keen interest has been displayed in the tax audit effect and 
responsibility of the regional commissionership, Audit, collection, 
and administration actually represent but a part of the activities 
lodged in the regional commissionership and within themselves have 
several facets. 

No contribution of value for the consideration of the Subcommittee 
would be accomplished in this report, issued only a few short weeks 
after the formation of the Advisory Group, by attempting ore 
categorical findings and recommendations. The time we have devote 
to the study of this vital subject has been sufficient to reveal only some- 
thing of its extent and complexity. Nor are tentative or provisional 
findings and recommendations warranted. They would likely serve to 
induce harmful and premature speculation. 

What part of the possible administrative inadequacies of the Service 
may be attributed to the existence of, the possible malfunction of, 
or possible organizational misalignment of the regional commis- 
sionerships must be judged in the light of their apparent effectiveness 
in recognizing, eliminating, mitigating or minimizing the more serious 
detected imperfections of the agency. The regional commissionerships 
should also be judged in the light of whether activities there originated 
have, in themselves, created unsound results or conditions in some 
operational areas, 

The initia] stumbling block encountered in evaluating the useful- 
ness of the regional commissionerships lies in the somewhat typical 
governmental obscurantism reflected in most publicized official de- 
scriptions of responsibilities and activities of the regional commis- 
sioner. Having learned that a regional commissioner “administers 
programs”, “carries out Service-wide policies”, places “equable empha- 
sis” and “evaluates the effectiveness of Service policies” is to have 
learned virtually nothing. 

The regional commissionership seems to constitute an aggregation 
of activities and responsibilities, some of which are directly “opera- 
tional”, some of which may be “indirectly operational” and some of 
which are said to be of a high level policy, administration, planning 
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and programming character. The Regional Commissioner heads a 
staff of six assistant regional commissioners, each of whom is charged 
with responsibility for one of the following specialized activities: 


Administration: Divided into several branches which deal with payrolls, 


accounting, budgeting, space occupancy, supplies, printing, personnel recruit- 
ment, Civil Service classification, truiuing, ete. 


Alcohol and Tobacco Tax: Basically enfureement and operational activities, 

Appellate: Basically operational activity involving direct negotiations for 
the settlement of controverted tux cases or their preparation for cuurt trial, 

Audit Division: (1) The technical review of selected reports of tax investi- 


gations and (2) review, criticism and evaluation of District audit programs and 
performance. 


Collection: Assistance, review, criticism and evaluation of district collection 
programs and performance, 


Intelligence: Review of fraud cases submitted by districts, perfecting these 
eases for referral to Regional Counsel; review, criticism and evaluation of dis 
trict audit programs and performance, 

We have been informed that four of the assistant regional commis- 
sioners in charge of the above-noted regional activities have not to the 
present time had any “line authority” over their respective counter- 
parts in the district organizational entities, and two of the assistant 
regional commissioners (Alcohol and Tobacco Tax and Appellate) 
have no counterparts at the district level. Regional authority over the 
four activities into which district operations are divided is vested in 
the regional commissioner and runs to the several district directors 
within his region. The District Directors, in turn, have a staff con- 
sisting of the chiefs of the Administrative Division, the Audit Divi- 
sion, the Collection Division and the Intelligence Division. 

From the immediately foregoing, it will be seen that the regional 
commissionership comprises an Administrative activity (personnel 
building space, procurement) in common with any far-flung Federa 
establishment and five specialized technical activities only three of 
which are also conducted at the subordinate district level. 

It is said that the Alcohol and Tobacco Tax enforcement activity 
actually has no operational interrelationship with the other four 
activities. In practice its functional activities are said to be more 
remote from the latter than are those of certain branches of the Social 
Security Administration or of the Department of Justice. 

However, a definite operational relationship and interdependence 
exist between Appellate, Audit and Intelligence activity. Collec- 
tion assists and follows through, in a sense, the work of these three 
activities, while conducting a large volume of independent activity. 

Prior to the reorganization only Collection activity could be said 
to be organizationally delineated within the 64 satarual revenue collec- 
tion districts which correspond to the areas into which Collection, 
Audit and Intelligence are now grouped under district directors. Prior 
to the reorganization, audit activities were directed from some 39 
districts which overlapped one or more collection districts. Intelli- 
gence activities were directed from some 14 districts which often 
overlapped séveral collection and audit districts. The 64 collection 
districts were established by statute, while the audit, intelligence 
(and appellate) districts evolved as the result of a program of de- 
centralization of activities of the National Office of the Service, as 
the result of relative work loads, budgetary considerations and with 
reference to the operational interrelationship of the three activities. 

The 1952 organization of the Internal Revenue Service provided 
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for as many as 25 regional commissionerships. Seventeen were ad- 
ministratively established and this number was later reduced to 9. It 
appears that a true intermediate administrative status is not achieved 
between field operations and the National Office with the present 9 
regions... Appellate operational. activities, wholly, Alcohol and To- 
bacco Tax, wholly, and Intelligence, partially, are basically primary 
— operational activities as conducted in ‘and from the regional 
offices, 

Most of the publicized criticism which has arisen since the reorgani- 
zation of the ional Revenue Service has pertained to that part of 
the organization handling the audit of tax returns. Audit activities 
have, of course, been affected by National Office decisions, personalities, 

olicies and innovations, by the consolidation of audit operations with 
intelligence and collection at the district level as well as by the intro- 
duction of the regional commissionership into the organizational 
scheme of the Service. 

We understand that the Audit Division of the district office is placed 
in a cross fire from above which is damaging to the self-respect and 
vigor of front line supervisory officials engaged in directing the 
performance of the work. Inspection Service internal audits of the 
Audit Division are designed to insure rigid total compliance with 
procedures and directives regardless of their practicability. Regional 
analysts, on the other hand, visit the district audit installations pur- 
petite to seek out areas for improvement and helpful modification. 

istrict Audit supervisory officials can best satisfy the standards 
of the Inspection Service if they conduct audit operations as inflexible 
robots. Gun veniee!y, these officials will necessarily be found lacking by 
regional analysts as to demonstrated versatility, ingenuity and com- 
petence in the exercise of judgment and adaptability in coping with 
actual situations, 

The placing of audit activities under regional authority as well as the 
consolidation of audit activity with others at the district level con- 
tinues to represent one of the greatest problems attendant to the 
reorganization of the Internal Revenue Service. The maintenance of 
this audit activity on a sound and efficient basis is so vital to the fiscal 

robity of our Nation’s economy, to the public’s general respect for our 

overnment and to the successful continuation of an effective self- 
assessment system providing the national revenues, that serious and 
objective inquiry should continue until adequate corrections or forth- 
right solutions remove all real doubt as to the efficiency and vitality of 
this activity. 

Much of the operations of the Collection Division of the District 
Director’s office represent. mass processing, volume bookkeeping, mass 
notification, etc. Here the benefits of standardization, complete uni- 
formity and precise and absolute accountability are obvious. There 
are indications that regional attention in this area has been helpful 
and constructive. 

Sufficient preliminary inquiry into the effect of the regional com- 
missionerships on the efficiency of Appellate and Alcohol and Tobacco 
Tax activity, both largely smaabtiaral den’ conducted in and from the 
Regional Office, and on the efficiency of Intelligence activity, as this 
is divided between the regional and district offices, has not been possi- 
ble under the time limitations imposed. Accordingly, no comment in 
this section of the Advisory Group’s report is justified. 
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Nor has time permitted the study of the effect of the regional com 
missionership on administrative activities. It appears that much of 
the administrative work conducted at the ceghtend evel is routine pay- 
roll, leave, budgetary, housekeeping and service work. We are not 
unmindful of complaints that, since reorganization, this function has 
been accentuated and elevated above its actual essential importance. 
Objective evaluation of these complaints has not been possible in the 
limited time available to the group. 

Members of the Advisory Group have noted from time to time, or 
have had brought to their attention, items such as— 


1. Low employee morale. 

2. Intrusion of redundant administrative and managerial 
requirements. 

3. A mushrooming administrative and supervisory setup. 

4, Visitations by regional analysts teams. 

5. Designation to top positions in the district, regional, and na- 
tional levels of management personnel recruited from outside the 
Internal Revenue Service. 

6. Lowering of group chief prestige and leadership through 
conversion of this officer into an administrative clerk. 

7. Cessation of prior flow of helpful analytical and technical 
enforcement guidance material. 

8. Discouragement of initiative and decision-making through 
oversupervision, inspections, visitations and a general atmosphere 
of anxiety and apprehension. 


The Regional Commissioner structure should not operate, the Group 
feels, to take away from the National Office policy responsibilities 
which only it can effectively exercise but rather should be only a method 
for implementation of National Office determinations, 


2. RECOMMENDATIONS FOR FURTHER STUDY 


It is the opinion of this Group that seeming or apparent faults may 
be the result of the haste in which the reorganization plan was 
conceived and made operative. A more intensive and careful study 
is called for properly to evaluate the effectiveness of the regional 
organization. Such a study should be directed toward ascertaining— 


(a) Whether or not there is duplication of function at the re- 
gional level. 

(6) Whether or not the combination of organizational and civil 
service rules results in an unnecessarily inflexible staffing pattern. 

(c) Whether or not the present organizational structure has 
resulted in an overemphasis on management function. 

(d) Whether or not the present supervisory activities of re- 


gional audit impinges unnecessarily upon district audit opera- 
tions. 


In our discussion of subject 4 under Subdivision V, it will be noted 
that the matter of conflicting technical determinations as between re- 
gions is discussed. 








SUBDIVISION III 


FIELD AUDIT PROCEDURES 


The review by the Advisory Group of the field audit procedures 
presently employed by the Service was directed principally to the 
adequacy of the principles employed to ascertain the existence of 
taxable income as ail as the techniques of return examinations 
through office audit and field audit procedures. 

The Advisory Group has been informed of complaints regarding 
activities of field auditors in their dealings with specific taxpayers. 
The Advisory Group, however, is in no position, because of time limi- 
tations, to evaluate these complaints atid determine whether the defi- 
ciencies relate to the adequacy of audit procedures or to the character 
and caliber of the individual personnel involved in a particular matter. 
The Advisory Group suggests that the National Office of the Service 
should recognize these complaints as indicative of a situation requir- 
ing administrative inquiry. We further suggest that such instances 
are a reflection of the problem the Service has in recruiting and retain- 
ing a sufficient body of top quality personnel, as discussed elsewhere in 
this report. 

It would appear that there are areas that should be given further 
study to determine whether oi: not improvements in effectiveness could 
beobtained. Specific areas suggested for further study are as follows: 


1. Revision of Civil Service grades applicable to the service, 
particularly in the categories of field agents and clerical personnel. 

2. Re-examination of the activities of the Inspection Service as 
affecting the effectiveness of field agents, 

3. Expanded use of office audits. 

4. Utilization of information returns. 

5. Development of more effective audit techniques with respect 
to tax-exempt organizations, 

6. Taxpayers assistance program. 


Each of these suggestions is discussed more fully in the following 
paragraphs. 


1, REVISION OF CIVIL SERVICE GRADES APPLICABLE TO TITE SERVICE, PAR- 
TICULARLY IN TITE CATEGORIES OF FIELD AGENTS AND CLERICAL PERSONNEL 


The Civil Service grade and classification requirements as applied to 
the Service should be re-examined on the basis of current conditions, 
In addition to the possibility that the Service may have been limited 
in its effectiveness oe lack of adequate funds, there is no question but 
that its effectiveness has been sharply curtailed by its inability to 
obtain the quality of manpower required, within the trediewioek of 
the existing Civil Service grades, classification requirements and 
salary rates. 


34 
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For example, a beginning revenue agent must have certain mini- 
mum qualifications with respect to his aeaniae and background. If 
he qualifies, he must be hired at Grade 5, the starting salary for which 
is $3,670 per year. On the other hand, if the prospective employee 
meets the standards of the Service, he can easily qualify for positions 
in industry or in the professions which carry salaries well in excess of 
that which the Service is permitted to offer. ‘The result is that the 
Service receives a substantial number of applicants who might be con- 
sidered as only marginally qualified. 

Even at the clerical level, the Service is faced with an almost in- 
surmountable problem. Many review and enforcement functions 
could easily be delegated to clerical personnel, if such personnel with 
the right qualifications could be obtained for the Service. However 
certain clerks, for example, with the minimum qualifications required 
by the Service, must be employed at Grade 2 which now involves a 
beginning salary of $2,960 per year. However, employees with the 
necessary qualifications can receive salaries in industry well in excess 
of that figure. 

We have submitted personnel recommendations broadly in our dis- 
cussion under Subdivision I. We discuss the matter again here to 
emphasize the problem at the field enforcement level. 


2. REEXAMINATION OF THE “INTERNAL AUDIT” ACTIVITIES OF THE INSPEO- 
TION SERVICE AS AFFECTING THE EFFECTIVENESS OF FIELD AGENTS 


The Advisory Group recommends that the Inspection Service be di- 
vested of any right to review the decisions of field agents and group 
chiefs, excepting only where internal security in the real sense, is 
involved. 

The considerations and the factors present are those discussed at 
some length in the treatment under Subdivision I, subject 2 (a) and 
Subdivision IV, subject 3 of the “internal audit” function of the In- 
spection Service. 

3. EXPANDED USE OF OFFICE AUDITS 


Prior to the reorganization, a policy was in effect whereby office 
auditors were used to review many types of individual returns re- 
gardless of the complexity or the amount of reported income. For 
the most part, these functions were carried out under the jurisdiction 
of the old collector’s office. With the reorganization, however, and 
the elimination of the independent collector’s office, the use of office 
auditors appears to have been limited principally to certain simple 
individual income tax returns on Forms 1040—A or even to some Forms 
1040 where wages constituted the only item of income. Returns se- 
lected for such office audits principally involved certain pre-refund 
cases and included certain returns on Form 1040-A. Of such pre-re- 
fund cases, approximately 90 percent were subject to an office audi- 
tor’s review. 

Certain claims for refund as well as relatively simple returns of 
small business enterprises were also assigned in some instances to 
office auditors. In certain regions, trainee field agents were assigned 
to review certain selected returns in the office; this however, was an 
expedient to give the trainees some experience under controlled con- 
ditions, and does not necessarily constitute a general procedural 
policy. 
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It is the belief of the Advisory Group that further study should be 
made of the possibility of extending the use of office audit procedures 
to a greater variety of selected returns. Such a study might very well 
indicate that the percentage of returns actually reviewed could be 
substantially increased without any increase in manpower. If, for 
example, it takes a field agent an average of 2 days to complete a 
typical examination in the field, conceivably, handling the same 
examination in the office might require only one and a half days, or 
port even 1 day. Moreover, closer control and direction could 

exercised on a continuing basis over less experienced examining 
agents operating in the office and work could bis conducted with a 
minimum of distracting influences. 

We recognize, as the Service does, that any such extension of office 
auditing procedures would, however, have to recognize the con- 
venience of taxpayers and their representatives. If, for example, a 
substantial amount of documentary data and records were maintained 
by the taxpayer, a field examination might be necessary. If, on the 
other hand, verification of the tax return could be completed merely 
by an examination of the cancelled checks or similar limited data, and 
i? the distances were not too great, presumably an office audit would 
not impose too great a burden upon the taxpayer. 

It should be noted that the Advisory Group has reached no conclu- 
sion on this point, but merely suggests the desirability of further 
study. 

4, UTILIZATION OF INFORMATION RETURNS 


Under the present Internal Revenue Code, taxpayers must file cer- 
tain information returns with respect to payments of various kinds 
made by them. The basic purpose of such information returns is to 
identify items and character of income received by the payees. These 
returns are required to be sent by the payors to several processing 
centers throughout the United States. One of these centers, for exam- 
ple, might receive annually approximately 250 million information 
returns. The Advisory Group has been informed that at the present 
time mechanical tabulating equipment is being used to process these 
information returns, but that the effectiveness thereby obtained is 
limited. We have also been informed that studies have been initi- 
ated with respect to the possible application of modern electronic 
accounting and tabulating equipment to accept, correlate and allo- 
cate the income data obtained from the information returns. Con- 
ceivably, the use of high-speed electronic equipment might make it 
possible to effect a redistribution of such income information on a 
more effective basis than is now done. While the cost of studies in 
this area, as well as the cost of the equipment itself, might initially 
seem large, the Group believes that a further study might reveal the 
possibility of revenue recovery far in excess of the investment required. 

It must be recognized that the problem of records control and utili- 
zation encountered by the Service is much greater than even the largest 
of business organizations, most of which have been quick to undertake 
both the study and application of electronic accounting equipment. 

The Advisory Group has also considered the problem created by 
the multiplicity of information returns required by statute and regu- 
lations. Some attempts have been made to minimize this situation at 
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various times in the past. In 1955, for example, a bill was introduced 
to eliminate quarterly returns of wages paid by employers. 

Too many information returns can represent not only a major ad- 
ministrative waste of funds that could be used for direct tax enforce- 
ment, but a source of serious taxpayer harassment and exasperation. 
We are not finding as a fact that such a problem does exist, but we do 
state the well known fact that a mass and variety of such returns are 
required. We think every separate information return form should 
be listed, together with the justification and provision of law calling 
for it, and that the necessity for and utility of each particular return 
should be objectively reviewed. We do not believe this is a task for 
a group such as this Advisory Group. 


5. DEVELOPMENT OF MORE EFFECTIVE AUDIT CONTROLS WITH RESPECT TO 
TAX-EXEMPT ORGANIZATIONS 


Organizations claiming a tax-exempt status must satisfy the Service 
that they meet the statutory requirements. Upon a proper showing, 
a ruling is issued, determining such an organization to be tax-exempt. 
After the initial issuance of such a ruling, however, it does not appear 
that the Service has been able to conduct an effective continuing 
review of such tax-exempt organizations for the purpose of deter- 
mining whether or not such tax-exempt status should be continued. 
It is the belief of the Advisory Group that a procedure of continuin 
examinations of such organizations should be developed and re 
be productive of revenue. 

bviously the personnel handicaps under which the Service must 
labor have an especial effect in an area such as this. The choice which 
the field official must make is more than difficult. Faced with limited 
manpower, and a dwindling core of experienced veterans, it is difficult 
for him to divert any enforcement personnel from regular audit to try 
for extended productivity in this area. 


6. TAXPAYER ASSISTANCE PROGRAM 


A matter of serious concern to the Internal Revenue Service is the 
manpower burden represented by assistance to taxpayers in the prepa- 
ration of their annual income-tax returns. 

A preliminary survey of which we were informed indicates the 
scope of this task. For 1956 filings over 7 million individuals sought 
help directly from the Service. More than 4,800,000 telephone in- 
quiries were received. Service personnel put in 201,000 man-days in 
giving taxpayer assistance. The reasons for requesting assistance are 
numerous and include such reasons as illiteracy and language barrier. 
It is obviously greatly in the public interest, including the factor of 
taxpayer-Service relationship, that public assistance be given all per- 
sons who really need it. ‘There is certainly, of course, a definite level, 
difficult to ascertain, at which certain classes of taxpayers can fairly be 
expected to assume full responsibility on the preparation of sae 
returns, including the need for accounting or other professional 
assistance. 

From the standpoint of the Service it is faced with a difficult man- 
power problem. To the extent that enforcement personnel must be 
utilized on the taxpayer assistance program, there is an inevitable cur- 
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tailment of enforcement activities. The happy answer, extremely 
difficult to achieve in the tradition of the Federal executive structure, 
is sufficient manpower for both taxpayer assistance and for enforce- 
ment. The Service’s position is rather unenviable—if it emphasizes 
enforcement at the expense of taxpayer assistance it will be criticized 
by some elements of the public; if it does the reverse, other elements 
of the public will be critical. The cost to the Treasury is twofold (a) 
overhead and personnel costs, plus (b) lost revenue from reduced 
enforcement. 

Considering the number of taxpayers who requested assistance ac- 
cording to the recent survey, we lean to the view that there will be a 
minimization of enforcement problems to the extent that the taxpayers 
are able to prepare and file tax returns in the most complete manner 
practicable. We also lean strongly to the view that the Service should 
receive public support for the recruitment of sufficient manpower to 

ive the broadest public assistance practicable with the least burden to 
its enforcement activities. As our economy has grown more complex, 
the Federal tax structure has grown more complex and the tax return 
forms inevitably reflect this. 

The Service is fully alert to this problem. We do not believe it to 
be a matter to be listed for further study by an advisory group of this 
aoe except insofar as it is reflected in the personnel problems of the 

ervice. 





SUBDIVISION IV 
REOPENING OF CASES 


1. GENERAL 


This subdivision concerns the reopening of tax cases after the 
taxpayer and the examining officer (after pre-settlement review) 
have reached agreement on issues on a tax return under examination. 
Since the problem arises only during the period when the return is 
open for reconsideration by either party under the limitation provi- 
sions of the statute, it is a matter of policy and not of the statute. 
Our consideration was also directed only to cases where fraud is not 
alleged or involved in any way. 

rom the taxpayer’s point of view, reopening of a case for recon- 
sideration of technical points can be most ae If the case 
involves a number of issues, the taxpayer may at least feel that in the 
over-all settlement there has been an element of give and take, so that 
he will consider himself unjustly treated if, after having in his own 
mind made some concessions in order to arrive at a settlement, he finds 
that reconsideration is directed to a single or a few technical points 
without reconsideration of the over-all] settlement which he feels has 
involved mutual concessions. The result is a real deterioration of 
taxpayer morale, and of respect and regard for the Service. 

rom the point of view of the Service itself, reopening of cases under 
these circumstances is also a matter of concern. Both from the view- 
point of organization, and consideration of the morale and self- 
of the examining officers, group chiefs, etc., it is desirable that they be 
given the feeling that they are public representatives of the Service, 
and that their judgment in making settlements with taxpayers will be 
respected and supported. Thus before a case is reopened, and a tax- 
payer is informed that a settlement reached in good faith must be 
reconsidered, it is essential that the examining agent be made to under- 
stand that there is a compelling reason for voiding the agreed settle- 
ment between the taxpayer and the Government as represented by him. 

It is, of course, essential that there be some degree of office review 
on settlements, so that the Service will not be on record as taking in- 
consistent positions on technical matters. It is also important to 
avoid, to the extent possible, having agreements with taxpayers resolve 
incorrectly substantive matters of significance in character or amount. 

To the degree that this review and discussion at higher echelons 
on technical matters is handled before the agent and the taxpayer 
have reached a tentative agreement for settlement of a case, there is 
no serious problem so far as the taxpayer’s relations with the Gov- 
ernment are concerned ; nor should there be a serious problem affecting 
performance or morale of the examining officer. 

Thus, the major problem arises when cases must be reopened as a 
result of review of technical issues after the taxpayers believes that 
he has reached an agreement with the Internal Revenue Service. 


3B 
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2. THE REGIONAL ANALYST 


Such reopenings may result from a review of technical matters by 
a regional analyst. We understand that the policies set for such re- 
opening of cases are as follows: 

(a) The item involved must reflect a material amount of tax in 
relation to the tax paid by the taxpayer and the change in tax 
as a result of the agreement. 

(6) The reconsideration required or suggested must not be 
merely a substitution of the analyst’s judgment for that of the 
agent on matters of fact (such as the reasonableness of the amount 
of a deduction). 

However, without regard to the above two empirical tests, a reopen- 
ing may be required if the regional analyst feels: 

(a) that there has been a clear misinterpretation of a provision 
of the Internal Revenue Code, or of the Service’s position on such 
a provision, or 

(6) the item involved, while not material in amount in the 
particular case under review, may be significant in connection 
with the review of returns of other taxpayers, or of the particular 
taxpayer for subsequent years. 

In discussing this matter at the. National Office, and to some extent 
in the field, we were informed that the cases which are actually re- 
opened for reconsideration under the above circumstances are exceed- 
ingly few in number, and that cases which the regional analyst feels 
require further documentation before they are approved by him are 
also relatively rare. 

During the course of our review we inquired as to the duties and 
functions of the regional analyst. We found that as indicated above 
he is charged with the duty of reviewing on a selective basis taxpayer 
settlement files to determine whether the settlements were based upon 
a proper interpretation of the statutes, to thus protect the Govern- 
ment’s interests. Ilowever, we also found that during the course of 
his review of such taxpayers’ files, the regional analyst is expected to 
review the adequacy of the audit procedures followed by the agent in 
miking the examination of the taxpayer's return. 

While we recognize that this dual function was probably consciously 
adopted at the time the present organization was established, because 
of the importance of both functions and the scarcity of qualified per- 
sonnel to perform them properly, we believe that steps should be 
taken to separate them. The techniques and knowledge required to 

erform these functions are not complementary und each is sufficiently 
important to justify the development of trained men skilled in each 
teclinique. 

As a result of our analysis, we suggest that except where local 
circumstances preclude it, all actions of the regional analyst in con- 
nection with his survey of the taxpayer’s files on technical matters 
should be through channels, whether or not they concern a formal 
recommendation for reconsideration of a point, or merely a request 
for additional information prior tomaking such a decision. 

The basis of our recommendation is that the regional analyst should 
have a minimum of direct contact with the examining officer so that 
that officer will have no basis for considering that there is a review 
officer, outside the examining officer’s own chain of command, who 
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may at any time approach him directly with apparent authority to 
substitute his judgment for that of the examining officer. We believe 
that reconsideration of technical points with the agent should always 
be handled by his immediate superior. : 

This suggestion also recognizes that when the agent not only knows 
of the duties and functions of the regional analyst but has direct con- 
tact with him, he may well in the course of discussions with a taxpayer 
inform the taxpayer that the regional analyst was the officer who 
required reconsideration of an issue, This inevitably will raise in the 
taxpayer’s mind the question of whether he should not have the right 
to consult directly with the regional analyst on sucli issues. 

As noted above, in many cases the taxpayer will feel that lhe has made 
an overall settlement in which concessions have been made by both 
parties, so that it is unfair to bring up for reconsideration one or more 
specific points. Thus, the taxpayer may feel that he should be accorded 
the right to a direct meeting with the regional analyst not only on the 
specific issue but on the overall settlement. 

We believe that the basic theory of the present provisions for ad- 
ministrative review available to the taxpayer are adequate and that 
the additional step of making the regional analyst available for direct 
consultation is not only unnecessary, but would result in such an 
expenditure of time on his part as to preclude the effective performance 
of his duties as an internal technical reviewer. 

It was noted above that the regional analyst is required to deter- 
mine in the course of his review whether a position has been taken by 
the examiner on an issue which is relatively unimportant for the year 
in question, but which may conflict with Service policy, or which may 
assume a position of greater importance for subsequent years for the 
same taxpayer, or for the same or other years for other taxpayers. 
While this appears to us to be a proper matter for consideration, the 
difficulty with it is that either the case is reopened and a determination 
made in a relatively unimportant amount or else the taxpayer is lulled 
into a sense of security with respect to future years which also reflect 
the issue. 

It should be recognized that the experience of the taxpayers on 
points of importance which are not made a matter of public record 
nevertheless become known to other taxpayers with sister problems, 
and the Service can be embarrassed by an apparent inconsistency of 
treatment. 

It should also be recognized that in many cases a taxpayer will so 
arrange his affairs that an issue of considerable importance to him 
will first appear in the determination of his tax liability in a relatively 
unimportant amount; it may well be that the taxpayer in attempting 
to test the position of the Service or otherwise to have an issue brought 
forth will take the necessary adverse position when the issue first 
arises, and thereafter in subsequent returns take the contrary position 
to avoid the accumulation of interest on a potential deficiency. 

We understand further that the Service does not necessarily under 
these circumstances insist upon a reopening of the case, but that it 
follows the proper practice of placing a notation in the files so that on 
subsequent review the item will be reconsidered if it assumes a position 
of greater importance. 

We therefore suggest adoption of a general policy that where the 
latter procedure is followed, since the amount involved is not signifi- 
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cant, the taxpayer be notified directly by the Service that the item 
was considered in review, and that while no recommendation was made 
for reopening the case the problem will be considered de novo in a 
subsequent case if the amounts are significant. 

With respect to the comment above on the criteria used by the 
regional analyst in recommending that a case be reopened we believe 
that knowledge by the public of these standards would benefit its rela- 
tions with the Service as a whole. Therefore, we suggest that con- 
sideration be given to a public announcement of the duties of the 
regional analyst, the procedures followed by him, and the considera- 
tions which guide him in recommending the reopening of cases. In 
other parts of this report, and specifically under subjects of this sub- 
division, we make suggestions that would clarify and amplify the 
duties and responsibilities of the Regional Analyst. We note that 
the National Office has prepared and distributed a Handbook for 
Regional Analysts, (Internal Revenue Service Publication No. 294). 
Much of this publication is concerned with internal matters, but we 
believe that from it could be prepared a release suitable for general 
distribution to service personnel and the taxpayer public which would 
achieve the result suggested in this paragraph. 


3. THE ROLE OF INSPECTION SERVICE IN REOPENING CASES 


During the course of our studies, we inquired specifically as to the 
position, if any, of the Inspection Service activity in the reopening of 
cases. In other parts of our report we comment on the effect of the 
performance of their duties by the Inspection Service on other aspects 
of the operations of the Internal Revenue Service, and our comments 
herein are confined solely to the effect of these activities in the reopen- 
ing of cases where fraud is neither found nor alleged. 

In the report dated July 25, 1955 of the Advisory Group on the Reor- 
ganization and Administration of the Internal Revenue Service, it 
was stated on page 22 that in the performance of their functions field 
inspectors necessarily reviewed cases on their merits, and it was sug- 
gested to us that this situation, which the previous Advisory Group 
thought inappropriate, continued to exist. 

We were informed by Service officers and the National Office that 
since the 1955 report referred to there has been only a negligible num- 
ber of cases in which the activities of the Inspection Service had re- 
sulted in the initiation of a technical review leading to the reopening 
of cases on technical points (other than cases involving fraud). We 
were also informed by the National Office that they did not consider 
that review of a technical issue in a settlement was a necessary or 
proper function of the Inspection Service. Consequently, to the ex- 
tent that this situation still exists, it apparently is the result of a lack 
of understanding on the part of the field officers of the Inspection Serv- 
ice as to the scope of their functions. 

We, therefore, recommend that the field inspectors be instructed as 
to the scope of their duties in this narrow field, and the instructions 
be issued in such a manner as to appropriately inform the public and 
other members of the staff of the Internal Revenue Service that under 
no circumstances are the field inspectors to attempt to appraise the 
merits of technical issues reflected in the taxpayer’s files which they 
are reviewing in a performance of their proper duties. 
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In making this recommendation we recognize that any employee 
of the Government, within or without the Internal Revenue Service, 
has the duty of drawing to the attention of the “ er officers any in- 
formation of which he may become possessed which indicates failure 
to protect the interests of the Government in any matter, technical or 
otherwise. However, such information, from any source, including the 
staff of the Inspection Service, should be passed on to the audit divi- 
sion via the District Director, so that it may be handled by the division 
in a proper way. Under no circumstances should the staff of the 
Inspection Service have any discussion or any other contact on tech- 
nical matters with audit division staff. 

See also our discussion of the “Internal Audit” function of the In- 
spection Service in Subdivision I. 


89 780—57——-4 








SUBDIVISION V 
CIVIL SETTLEMENT PROCEDURES 


1, GENERAL 


The settlement of civil tax disputes is one of the most important 
functions of the Internal Revenue Service. It is to the interest of 
Government and taxpayer alike that every effort be made to make 
reasonable settlement of these controversies at the lowest possible level. 

Each year the Service receives an overwhelming nee of new re- 
turns, new business and new problems. In the fiscal year 1956, 
59,621,000 Federal income, gift and estate tax returns were filed, which 
represented an increase of 400,000 returns over the preceding year. 
Of course, only a relatively few of these returns can be audited. In 
1956, only 1,950,846 individual returns, and only 165,986 corporate 
returns were examined. 

To the extent that controversies over returns of past years tie up 
personnel in a current year at all levels, a cumulative waliblead arry- 
over is built up. As tax disputes work their way up through the 
various administrative levels, they tie up more and more technical 
personnel—audit personnel, reviewers, lawyers, and supervisors. The 
files build up like snowballs. Low level disposition and settlement of 
cases would reduce this workload and free personnel for enforcement 
duties. To the extent that personnel can so be released, a larger per- 
centage of examinations and hence a larger revenue can be expected. 
Correspondingly, to the extent that there are more examinations, there 
will be more equality in the over-all tax burdens and treatment of 
taxpayers. 

Very importantly, low level disposition of cases improves Service- 
taxpayers’ relations. Controversies extending over a period of years 
cost the taxpayer money. They consume his time and energies: they 
rm a strain on his temper and sensitivities, all with obvious effects on 
1is opinions of and regard for the Service. 

Desirability of early settlements of tax controversies is also indi- 
cated when we consider the substantial workload of the Tax Court. 
The inventory of cases pending in the Appellate Division at the end 
of the last fiscal year, including doceeted and non-docketed cases, 
amounted to 18,261 total cases. Of these, 9,836 represented the in- 
ventory of cases docketed in the Tax Court. While the Tax Court has 
in the past reduced its inventory of pending cases, it is not without 
significance that the inventory of cases at the end of the past fiscal 
year had increased by some 461 cases over the preceding fiscal year. 
Furthermore, it is expected that this inventory will be increased in 
the near future when questions arising under the 1954 Code are pre- 
sented to the Tax Court. 

It is a well known fact that in many areas the Tax Court is so far 
behind that as much as two years elapse between the filing of a 
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petition and the hearing of a case before the Court, Due to its bur- 
dens, the Tax Court may require six months to a year to decide a case 
after hearing. An early disposition of these disputes at this level is 
also in the public interest. If, through increased settlement of cases, 
the workload of the Tax Court can be reduced, so that important is- 
sues involving disputed questions of interpretation can be more 
quickly decided, both Government and taxpayers generally will be 
benefited. 

Settlement of tax controversies requires (1) technical knowledge, 
(2) judgment, (3) a willingness to assume responsibility and (4) at 
least a fair competence at conciliation. Representatives of both the 
government and of the taxpayers must possess these qualities. 

The success of the Internal Revenue Service in its efforts to achieve 
this depends in large degree on its ability to attract and retain a sub- 
stantial body of well qualified personnel, and on wise administrative 
yolicies and practices. From the information available to us, we 
tiie the personnel and Inspection Service factors discussed broadl 
under Subdivision I are having an adverse effect on the early disposi- 
tion by settlement of tax disputes. 


2. THE GROUP CHIEF CONFERENCE PROCEDURE 


Under the reorganization plan the Conference Group in the Office 
of the Internal Revenue Agent in Charge was eliminated and there 
was established in the District Director’s Office an informal conference 
procedure under the direction of a Group Chief. There have been 
many criticisms of this new informal conference procedure on various 
rounds: first, it has imposed a heavy conference workload on Grou 

‘hiefs; second, in many cases the Group Chief may have prejudge 
the case through prior consultation with the examining agent, and, 
third, the Group Chief is often reluctant to overrule the action of the 
examining agent under his direction, 

Nevertheless, polls taken by the Service have indicated that a 
majority of the taxpayers’ representatives and Service personnel 
believe that the informal Group Chief Conference procedure serves 
a useful purpose. In the fiscal year 1955, 25,928 informal Group 
conferences were held, resulting in agreements being reached in 18,484 
cases, or about 71% of the total; in the fiscal year 1956, agreements 
were reached in 19,126 cases out of 29,803 informal conferences held. 
These statistics do not, of course, reflect the volume of cases never 
submitted for a conference at this level on the part of practitioners 
or taxpayers for various reasons, one of which could be lack of confi- 
dence in the utility of such a conference. Nor do they reflect the cases 
where the taxpayer gave up and felt he had been badly treated. A 
high percentage of agreements has apparently been reached in cases 
involving relatively simple problems. The informal conference pro- 
cedure is apparently working satisfactorily in the handling of smaller 
cases and less complex cases but, in the view of the Advisory Group, 
it is of small value when applied to the larger or more complex cases. 

Because of this situation the Commissioner has very recently directed 
that there be created in the District Director’s Office a new post known 
as “Conference Coordinator.” His role in connection with informal 
conferences was prescribed by Mimeograph 56-96, issued September 7, 
1956. (Rev. Proc. 56-34, I. R. B. 1956-45, 32, November 5, 1956). 
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The Conference Coordinator will have the task of reviewing all 
cases prior to the scheduling of an informal conference and of assign- 
ing each case for conference to an appropriate person, either the 
Group Chief of the examining agent, another Grou Chief, or the 
Conference Coordinator or his staff. A taxpayer is afforded the right 
to request the Conference Coordinator, for good cause, to schedule a 
—" with a person other than the examining agent’s Group 
ief, 

This new procedure holds promise for considerable improvement 
over the Group Chief informal conference procedure. Although the 
procedures under that Mimeograph are now in process of being put 
into effect (slowly, it appears, for personnel reasons), they are virtu- 
ally untried and are subject to modification based upon operating 
experience. This Group feels that those basic arte should be 
given an extended fair trial and then reappraised. 

(a) Recommendation for special ling of complex cases.— 
Your Advisory Group feels that this change, however, will prove to 
be inadequate. In addition to this procedure it is eecommmnmnided there 
be reinstated in the District Director’s Office a group similar to the 
Conference Group in existence prior to reorganization, but on a very 
modified and special basis as developed hereinafter. 

Cases considered for settlement by the District Director’s Office may 
be divided into two general classifications: 

_ (1) Cases involving relatively little tax or relatively simple factual 
issues. 

(2) Cases involving large amounts of tax or complex factual or 
technical issues. 

Typical of the cases in “Class 1” are those involving such disputes 
as allowable travel or entertainment expenses, the expense or capital 
nature of improvements, minor depreciation problems, and unreason- 
able compensation. This Group understands that such cases comprise 
by far the bulk of the cases presented for settlement at this level and 
that for them the Informal Group Chief conference has been relatively 
satisfactory. For “Class 1” cases, therefore the Group feels that the 
pipeng rr outlined in Mimeograph 56-96 will probably work satis- 

actorily and need not be changed. 

The “Class 2” cases, however, need special consideration. These 
are the cases most likely to burden the appellate staff or the courts. 
It is the recommendation of this Group that the taxpayer be required, 
prior to the scheduling of a conference, to file an election with the 
Conference Coordinator specifying whether he wishes an informal 
conference with the Group Chief or instead wishes a conference with 
the Conference Coordinator or members of his staff. If the taxpayer 
requests a hearing before the Conference Coordinator or his staff, the 
taxpayer should be required, prior to any conference, to file a written 
statement or memorandum setting forth his position on each issue 
raised by the examining agent with respect to both the facts and the 
euppotang legal authorities. 

n order to settle even the complex and larger cases at the District 
Director’s level, the Conference Coordinator and his staff should 
be given substantially the same final settlement authority as was given 
the Conference Group prior to the reorganization. Furthermore, 
determinations of the Conference Coordinator and his staff in these 
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cases should be subject only to post-review and not subject to the review 
staff approval required for settlements by the Group Chief. 

This recommendation for modification in procedures under Mimeo- 
graph 56-96 essentially contemplates the classification of settlement 
conferences into two groups at the District Director’s level, with the 
taxpayer being required to decide upon one or the other, but without 
having the right to a conference with both. 

Of course, if the Conference Coordinator believes that.a case should 
be assigned for conference in his office, he should continue to have the 
authority to assign it even in the absence of a request by the taxpayer. 

The majority of taxpayers will probably continue to prefer the 
informal Group Chief conference because “Class 1” cases comprise by 
far the bulk of the cases, Neither the taxpayer nor the Service should 
be required to comply with the formalities recommended for the 
agree 2” cases where the informal conference with the Group Chief 
suffices. 

In a sense the recommendation provides as to a limited class of 
cases for a return to the procedures of the Conference Group prior to 
reorganization, procedures which your Advisory Group strongly be- 
lieves had many desirable attributes, particularly in relation to com- 
plex and large cases. The recommendation, however, does preserve 
the benefits of an informal conference procedure for all other cases, 
We realize that recommendation for a special conference for “Class 
2” cases will require some enlargement of the Conference Coordina- 
tor’s staff compared with that presently contemplated and the develo 
ment of appropriate procedures. Nevertheless, we believe that the 
suggested modification in Mimeograph 56-96 should be helpful in 
settling both simple and complex cases at the lowest possible level and 
reduce the number of cases being passed on to the Appellate Division, 

(6) Recommendation to eliminate separate Group Chief conference 
report.—This Group further recommends that in “Class 1” cases the 
Service eliminate the necessity for the preparation of a conference 
report oy. the Group Chief in addition to the report by Ee examining 
agent. This duplication of paper work appears to be a major con- 
tributing factor in the heavy additional aakied placed upon Group 
Chiefs. It would appear sufficient, after the informal conference, 
for the agent to prepare a complete report for the approval and sig- 
nature of the Group Chief setting forth the terms of the settlement 
or the results of the conference in case of disagreement. Thus, the 
Group Chief will continue to bear responsibility for the conference 
oat ir be relieved of the extra burden of preparing the report 

imself. 

(c) Recommendation for forerer study.—A study of the area of 
these recommendations should be continued by any future Advisory 
Group in cooperation with the Internal Revenue Service. 


3. APPELLATE DIVISION SETTLEMENTS 


Where an agreement is not reached in the informal conference in 
the District Director’s Office, a taxpayer may request the issuance of a 
30-day letter for consideration in the Appellate Division. If he re- 
eats a 90-day letter, the 90-day letter issues out of the District 

irector’s Office and the taxpayer may then file a petition for re- 
determination with the Tax Court. Ifthe taxpayer requests a 30-day 








48 INTERNAL REVENUE ADMINISTRATION 


letter, he may then file a protest and the case is referred to the Appel- 
late Division. If an agreement is not reached, then the Aippellate 
Division prepares a 90-day letter, which is subject to legal review 
by the Regional Counsel’s Office. Many taxpayers’ representatives 
by-pass the Appellate Division by requesting a 90-day letter from the 
District Director and go directly to the Tax Court. Among other 
reasons, they feel that they can expedite the final determination of 
their cases by going directly to the Tax Court and by-passing the 
Appellate Division. 

In the fiscal year 1956, the Appellate Division received 13,816 non- 
docketed cases upon protest of the 30-day letter, and in addition re- 
ceived 2,697 detketed cases which it had not previously considered. 
This represented a total case load of 16,513, or more than 4,000 over 
the previous fiscal year. In the fiscal year 1956, the number of non- 
docketed cases closed prior to Tax Court trial was 10,612. The num- 
ber of docketed cases closed by stipulation, dismissal or default was 
3,709. Thus, the total cases closed, docketed and non-docketed, in the 
fiscal year 1956, was 14,321, or about 2,000 less than in the previous 
fiscal year, and over 2,000 fewer were closed than were received dur- 
ing the year. Thus, the figures indicate an increase in the number of 
cases received by more than 4,000, and a decrease in the number of 
settlements by about 2,000. 

Your Advisory Group is disturbed by the fact that the Appellate 
Division continues to receive a substantial number of docketed cases 
which it has not previously considered. This by-passing of the Appel- 
late Division seems to reflect a belief that the taxpayer’s position may 
be prejudiced by an attempt to settle his case in the pre-docketed stage. 
There are undoubtedly a number of reasons for this feeling—the in- 
ability to obtain prompt consideration of the case, the belief that a 
settlement cannot usually be worked out, and the reluctance to risk the 
raising of new issues at this level. 

This Group believes it essential that cases not agreed to at the Dis- 
trict Director’s level be considered with the Appellate Division at the 
earliest possible moment prior to docketing the case. The Service 
should take steps to ascertain the reasons for failure to present cases 
for settlement to the Appellate Division prior to docketing and to 
institute corrective measures where those reasons stem from Service 
failure to consider such cases promptly, or from a Service attitude of 
insisting upon absolute perfection in disposing of cases so that the 
last possible dollar of revenue is obtained, or from a failure of service 

ersonnel to abide by a salutary policy against the raising of new 
issues in the Appellate Division, or from other factors causing per- 
sonnel reluctance to take responsibilty for decision. 

Your Advisory Group recommends that the Service give considera- 
tion to the following: 

(a) Settlements—pre-docketing stage—That the Service investi- 
gate the reasons for the failure to settle more cases in the pre-docketed 
stage at the Appellate Division level and to ascertain whether that 
failure results in part from failures to consider such cases with suffi- 
cient promptness and to create a proper settlement atmosphere in 
which taxpayers and their representatives will have confidence that 
their position will not be prejudiced by attempts to reach a settlement 
with the Appellate Division at the pre-docketing stage. The Service 
should increase its efforts, in accordance with the results of that in- 


2 RR Ee 








INTERNAL REVENUE ADMINISTRATION 49 


vestigation, to prescribe and particularly to implement policies and 
procedures facilitating prompt settlements in those cases. 

(b) All 90-day letters issued from Appellate Division: That, in the 
interest of protecting the revenue, the practice should be adopted of 
having all 90-day letters issued from the Appellate Division rather 
than from the District Director’s Office, except possibly in emergency 
cases such as jeopardy assessments. Thus, all 90-day letters will be 
subject to the same careful consideration in the framing of issues, 
which may well become the subject of litigation. 

(c) Settlement authority of Regional Counsel—That a further 
study be made by the Subcommittee and by the Service as to whether 
final settlement authority in all docketed cases should be lodged in the 
Regional Counsel, after consultation with and advice from the Ap- 
pellate Division. 

This Group in considering this matter has been impressed by argu- 
ments supporting such a change and also by contrary arguments 
favoring retention of the present practice of requiring concurrence of 
Regional Counsel in settlements made by the Appellate Division. The 
problem must also be considered in light of its practicability under 
presently foreseeable conditions with regard to available personnel 
and the discussion in Subdivision I. We do not at this time express 
an opinion on this matter but make our recommendation for further 
study because we consider it a question of importance. 

(d) Early sti oulehiorsiaeueaal cases.—That better efforts should 
be made to stipulate and settle cases soon after they are docketed. 
Today, serious efforts to settle or to stipulate cases usually are not 
made until the eve of trial. The result is that many cases are tried that 
might have been settled, if an earlier opportunity had been given the 
parties to consider settlement ee Conferences to consider 
settlement and stipulation should be called well in advance of the time 
the case is scheduled for a particular calendar. We understand that 
one region is planning to institute a practice of sending out notices sug- 
gesting a stipulation of facts conference to taxpayers’ counsel within 
3 months after the case is docketed. This will result in less 
delays on the part of both Government and taxpayers’ counsel. To 
some extent these delays are traceable to taxpayers’ counsel. Insofar 
as the Service is concerned, they appear to be largely a matter of over- 
loaded personnel, and personnel recruitment and attrition conditions 
as discussed in Subdivision I. 


4. REFERRAL OF CASES TO NATIONAL OFFICE 


A factor sometimes impeding the settlement of civil tax cases in 
the field is the failure of a field office to apply to an issue the same 
pe of decision that are applied in other regions or are specified 

y the National Office. In both the District Director’s office and the 
Appellate Division, instances have come to the attention of this Group 
where one region or district fails or even refuses to apply the same 
legal principles as are applied in other regions or districts. Where 
such a conflict is known to the taxpayer, the taxpayer naturally de- 
clines to settle the issue. He feels that he is discriminated against 
and he is understandably annoyed at receiving inconsistent treatment. 
We are not aware that any procedure exists for resolving such con- 
flicts. Furthermore, it sometimes happens that a field office fails to 
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apply to the determination of an issue principles laid down by the 
ational Office in published rulings or other form of legal determina- 
tions. 

In these instances settlement of cases is delayed and discriminatory 
treatment results. Your Advisory Group favors adoption of a pro- 
cedure to eliminate these inequities and to resolve such conflicts. 

When instances of lack of uniformity and failure to follow pre- 
scribed legal rules occur at the District Director’s level, your Advisory 
Group recommends that the taxpayer have a right, in the nature of 
certiorari, to petition the National Office to resolve the conflict or to 
enforce conformance with its announced legal determination. The 
procedure contemplated is the same as that discussed in connection 
with the certiorari practice we have suggested in Subdivision VII for 
referral of technical or specialized matters. This envisages that the 
taxpayer will transmit his petition to the National Office, together 
with supporting evidence of the claimed conflict or lack of conform- 
ity, and will be afforded a hearing there if the National Office believes 
the conflict or lack of conformity exists. 

As to the similar problem arising in the Appellate Division, your 
Advisory Group is not prepared at this time to recommend a similar 
procedure. Our current view is that there should be some basis on 
which a problem of this sort could be met and solved administra- 
tively. For instance, the Regional Commissioner could be directed to 
investigate all instances of conflicting determinations in other regions, 
whether brought to his attention by taxpayers or otherwise, and to pre- 
sent such conflicts to the National Office for study and resolution. The 
National Office should then notify all regions of its determination so 
that uniformity may be assured. If some practicable summary 
administrative procedure existed, it would be unnecessary to consider 
giving a certiorari right to the taxpayer at the Regional eseuibaloces 

evel where it may be less appropriate. 

Your Advisory Group recommends that further study be given to 
the handling of this matter at the Appellate Division level. 

It should be made clear that this proposal of referral of certain cases 
to the National Office is not limited to special types of issues. It should 
be available regardless of the nature of the issue, where a conflict and 
discrimination is demonstrated between districts or regions in the 
determination of legal issues, or in failure to apply clearly defined legal 
rules established by the National Office. Not only would the desired 
objective of uniformity be furthered by such procedures but cases 
undoubtedly would be settled more satisfactorily at an earlier stage 
instead of being appealed to higher levels and ultimately being 
litigated at substantial cost to the Government as well as the taxpayer. 





SUBDIVISION VI 
LITIGATION POLICIES 


1. GENERAL 


At the close of the last fiscal year, the Internal Revenue Service 
advises us, there were 9836 civil tax cases pending in the United 
States Tax Court, 492 in the Court of Claims, 2977 in the District 
Courts, 548 in the Circuit Court of Appeals, and 27 in the Supreme 
Court of the United States, including pending petitions for certiorari. 
The total of these figures is 13,880. 

A point of concern which emerges from the figures just stated is 
the fact that there were 9836 cases pending in the Tax Court of the 
United States at the end of the fiscal year 1956. We are advised that 
this is 461 more than were pending at that time than at the end of 
the preceding taxable year. Experience reminds us that the case load 
in the Tax Court reflects the degree of effectiveness of the Internal 
Revenue Service in settling revenue disputes at the earliest ible 
stage, and the quality of judgment exercised by the Interna] Revenue 
Service in issuing the 90-day notices from which appeals to the Tax 
Court can be taken. 

(a) Basic policies affecting litigation——At the outset it is worth- 
while to summarize what seem to be proper litigation policies funda- 
mental to the efficiency of our tax system as a producer of revenue, 
together with the reasons for adopting those policies. 

his Group cannot at this writing form a firm opinion as to whether 
or not, in view of all the difficulties of applying tax laws, this grist of 
cases in litigation—and consequently tax questions in litigation— 
could have been cut down by the application of policies different from 
those which have been pursued, While we know that it is difficult 
to improve the situation as to those Tax Court cases which are held 
up because the same issues are involved in other pending cases, we are 
inclined to think that careful planning may achieve improvement in 
the future as to the mass of cases not subject to this complication. 

While a decrease in the number of pending cases to be tried would 
of course release personnel for other duties, that is by no means the 
strongest reason why efforts to reduce litigation are worth while. 
The main reason has to do with the advantage which the tax system 
derives from avoiding long-continued uncertainty as to points of 
construction. 

That a legalistic rather than an administrative approach to the 
interpretation of tax laws is a serious cause of concern was pointed out 
in the 1948 Advisory Committee report, page v, which stated: 

In 1927 the Secretary of the Treasury, reporting to the Joint Committee 
on Internal Revenue Taxation on income tax administration, noted that— 
“The collection of revenue is primarily an administrative and not a judl- 


cial problem. As far as the Federal income tax is concerned, a field of admin- 
istration has been turned into a legal battlefield.” 
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It is injurious to the revenues when a large number of points regard- 
ing the construction of the tax laws are Sas at issue in the courts. 
This is because our system of taxation would fail to produce what we 
need unless most of the money came in promptly, in regular course 
without any claim by the Government for deficiencies. Every point 
that is kept uncertain by litigation militates against that result; tax- 
payers’ voluntary compliance with the law is made unlikely, to the 
extent that the vagueness of the law is advertised by litigation. The 
Government could not run very long on what it gets out of contests 
with taxpayers. 

It is plain that the present management of the Service is conscious 
that an overlitigious policy, when it exists, is for many reasons expen- 
sive to the revenue. This is shown by a statement which was sub- 
mitted by the Chief Counsel of the Internal Revenue Service to a 
Congressional subcommittee on January 25, 1956. 

We have asked ourselves what suggestions from us might aid the 
Service in its efforts to improve the situation in respect of litigation 
policies. 

In this connection we do not concern ourselves with that part of the 
grist of litigation which turns on ot including the large 
number of cases involving fraud. Though it is possible that more 
of them can be kept out of court as Service representatives acquire 
increasing indepentieilés in bringing about settlements, litigation as to 
facts does not so seriously affect the general working of the tax law 
as do the other litigated disputes—those as to law points. 

As to law points in civil cases, however, an unnecessary volume 
of litigation tends to injure the general workability of the taxing 
system by maintaining too large an area in which the tax requirements 
of the law remain uncertain. Taxpayers, as well as the Government, 
suffer when the gap-filling process is slow because they cannot readil 

o ahead with business plans involving the doubtful tax points. This 
is a field which deserves careful study. 

(6) Seeking prompt finality on doubtful questions of construc- 
tion—We believe that our attention should be concentrated on the 
broad administrative question: how can doubtful questions of con- 
struction be managed so as to reach, as quickly as possible, a decision 
mien baths the Service and the taxpayers can safely treat as final and 

inding ? 

In approaching that question, we realize that as to some of the 
doubtful law questions nothing final and binding can be attained ex- 
cept by the slow, and in many ways unsatisfactory, process of carry- 
ing a number of cases through the courts. We are inclined to think, 
however, that there may be entirely practical ways of reducing the 
number of law questions to be settled by litigation. 

In this inquiry, it will be observed, we are concerned with the settle- 
ment of guestions which are materia] in auditing the affairs of a variety 
of taxpayers; to arrive promptly at a settled construction is the im- 
portant thing, not merely to reduce the number of pending cases, al- 
though that has its importance, as well. 

(c) At the earliest stage——There are many reasons why gaps in the 
tax law will inevitably be left by Congress, to be later filled either by 


?See statement submitted by the Chief Counsel of the Internal Revenue Service before 
the Subcommittee on Treasury-Post Office Departments Appropriations of the Committee 
on Appropriations, January 25, 1956 (pp. 463-465, Hearings on Appropriations for 1957). 
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action of Congress itself or by the results of various court cases, or, 
within limits, by regulations. As to any one of these gaps left by 
Congress in the Code or in some amendment of it, the Treasury’s first 
and perhaps most important opportunity to exercise the kind of judg- 
ment which avoids delays comes when the Internal Revenue Service 
make its own decision as to the regulations, or as to what position it 
will take in audits. This early stage is important to the Service be- 
cause it is the stage at which the Treasury has a free hand in using its 
special knowledge and experience as to what makes a tax system pro- 

uctive. Later, responsibility has to be shared with the Justice 
Department. 

It is true enough that sometimes a rule established by the Service 
in the most judicial spirit does not escape an upset. This is in part 
due to the fact that we are a litigious people, and also to the fact 
that occasionally litigation is successfully carried through by some 
taxpayer who is in an unusual situation, in that he is hurt by what 
helps other taxpayers. Another and an important cause is that 
most tax questions have two sides to them. ‘To give an obvious illus- 
tration, in an alimony or property settlement case, following divorce 
or separation, the wife may be arguing the Treasury’s position and 
the husband opposing it; or after a reorganization, one taxpayer may 
be arguing for the Treasury’s position and another against it. 

While instances of this kind are not hard to find, the Service process 
of collection seems to work best, as regards the gaps left by Congre 
when the Service takes responsibility at this early stage, in view a 
its wide experience and its responsibilities, of trying to establish an 
enduring line of reasonable constructions, instead of a line broken at 
various points by extreme constructions which might or might not be 
sustained after long litigation. 

(d) Policies at the litigation stage-—Where a point of interpreta- 
tion has been in process of being tested in court and there have been one 
or more decisions against the Government’s position, either before or 
after reaching the appellate stage, what principle should the Service 
anon in deciding eine to abandon its position on that particular 
point 

Fortunately, the appellate courts are not often called on to decide 
tax disputes which turn wholly on fact-situations or to settle the cases 
involving mixed questions of law and fact with the fact questions 
predominating in importance. In this type of case the general policy 
of the Service is and should be not to recommend an appeal unless the 
decision below is clearly wrong. 

As stated earlier, it is not in this area that the trouble exists. Where 
the Tax Court has decided some issue of interpretation or construction 
against the Government’s position a difficult policy question is pre- 
sented. That decision, when it announces a rule of general applica- 
bility, will very often affect many taxpayers and have its effect also 
on the day-to-day administration of the revenue laws. 

The decision being against the Government, the difficult question of 
policy is presented whether it is to the public interest to pursue the 
litigation until hope of success before the courts has become remote, 
or whether some other policy should govern. In making this decision, 
several important factors must be given weight. First, the chances 
of final success or failure in continuing the litigation must be com- 
pletely evaluated. But this is only one of the considerations. It is 
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important to consider the effect of the decision in terms of the probable 
revenues involved therein and, also, in terms of the effect of the 
decision on other provisions of the law and in terms of its effect, gen- 
erally, on the well-working of the revenue system. Often any such 
decision adverse to the Government’s position will involve substantial 
dollar amounts in terms of total overall revenue as to various tax- 
payers. On the other hand, there must be weighed the benefits, both 
to the Government and to the taxpayer, from prompt stabilization 
which will flow from accepting a court’s decision, even if adverse, 
which is clear-cut on its face and reasonably sound. 

(e) Asking the Congress to fill the gap.—aAt this point it is highly 
important that the relative desirability be weighed of pursuing the 
litigation to its ultimate on the one side and of seeking to get Congress 
to fill the gap on the other. Having suffered one or more defeats at 
an early stage of litigation on the point, and being convinced that 
the result is hurtful from the over-all revenue point of view at 
benefits to the Government and taxpayer alike will be derived if re- 
course can be had to speedy legislation by Congress, as a substitute 
for the process of seeking a series of court decisions. 

Determination of a law point through the judicial processes, neces- 
sarily involves, first, a considerable delay before audit is finished and 
the case has gone through the administrative process to filing in the 
Tax Court, and second, pendency in the Tax Court for a period often 


exceeding 2 aoe, while issues are being made up, evidence is being 
adduced, and the opinion prepared.* 


2. RECOMMENDATIONS AND SUGGESTIONS 


We have asked ourselves what suggestions we might make to aid 


the Service in carrying out the foregoing basic principles and policies. 
The following are offered : 


(a) Chief Counsel should be Presidential appointee—The Office of 
the Chief Counsel of the Internal Revenue Service is one of the most 
important legal posts in the Federal Service. Traditionally numerous 
members of the American Bar have regarded the post as of great im- 
portance and desirability. Traditionally, prior to the 1952 reorganiza- 
tion, it had been a post for Presidential appointment and confirmation 
by the Senate. It has been filled by a long succession of distinguished 
Jawyers, including the late Justice Robert H. Jackson of the United 
States Supreme Court. It is a post of severe and broad responsibili- 


* We consider that a clear example of a snbstantial hody of unnecessary litigation re- 
suiting from an attempt by the Treasury to take the legislative function awny from the 
Legislative Branch is to be found in the attempt—started in 1948—to establish a rule 
that a taxpayer realizes taxable Income by giving away property such as cattle and other 
agricultural commedities which he has raised. I. T. 3919. 1948-1 C. B., page 15. and 
I. T. 3932, 1948-2 C. B., page 7, and related rulings. No official revocation of the Service’s 
position was made for seven years. Rev. Rol. 55-188. 

The point here ia not whether it would have been wise for Congress to enact an amend- 
ment to the effect that the mere giving away of property with a low basis results in income 
to the giver at the time of the gift. The potnt is that this question Is one for Congress 
and that the Service shonld have done no more than to seek legislation by Concress on 
the point. Congress had already given attention to donations of low-base property; the 
existing statute (for many years) expressiy required a donee, when the donee disposes 
of low-hnais property. to use the basis of fhe donor. 

Even tf this had been a point to which Congress had given no attention, it would have 
been improner for the Trensury. withont sanction of Congress, to assume a sition so 
radically contrary to the general idea that Income is not made by giving things away. 
We anestion whether the present management of the Service would make such a serious 
mistake of policy but this seven-year delay fn settling a question which ought never to have 
aaa raised shows that without everlasting vigilance at the top such miscarriages are 

ely to occur. 
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ties, including major policy responsibili 5 
tant legal staff in Weshington ae other le uifs in branch offices 
throughout the country. os Oe 

It is most important to the public mtenest that there be attracted to 
this office each time it is vacant a lawyer @f wide experience in active 

rivate practice, willing to be drayg @ period of service to public 
fife. It is also in the public intere¢ -Ahere be rotation-in-ollice in 
this important public post to the s 
there is rotation-in-oflice of Cabin 
instance, in the posts of Commissi@ner.of Internal Revenue and of 
General Counsel of the Treasury, Aggistants Attorney General, Solici- 
tor of the Department of Agricuiturejete. 

For these reasons, and to recognize the dignity and impor- 
tance of the office in attracting to it from time to time from 
private practice able and willing incumbents, it is recommended that 
the Office of Chief Counsel of the Internal Revenue Service be re- 
turned to its former status as a Presidential appointment. In this 
connection it should be noted that this is the same recommendation 
made by the last Advisory Group in its report of July 25, 1955; 
see page 34 where it is stated : 

(7) The Chief Counsel should be restored to his former position as a 
statutory officer appointed by the President and confirmed by the Senate. 

(6) Personnel salary classifications —The Chief Counsel’s office 
should be afforded the opportunity to build up the quality, size and 
career incentive of its legal staff by a control of its own on the estab- 
lishment of salary scales and job classifications on a basis of consider- 
able independence of Civil Service Commission restrictions and prac- 
tices routine as to federal agencies. Compensation standards should 
reflect the technical and responsible nature of the work, and its im- 
portance to the federal government, and should be at least to a mild de- 
gree competitive with the compensation opportunities outside federal 
service open to tax lawyers. As indicated in this report, under Subdi- 
vision I, the Chief Counsel’s staff, as with other personnel groups in 
the Service, to an extent which is serious, is in the position of un- 
willingly serving as an expensive (to the government) training or- 
ganization to supply tax lawyers to industry and the professions. 

(c) Need for special committee on litigation eet Ae 1e Committee 
notes with satisfaction that in the past year the Chief Counsel of the 
Service and the Assistant Attorney General of the Tax Division have 
undertaken to consult frequently on these important matters of liti- 
gation policy. We feel that this type of liaison is necessary and 
altugeer healthy. We would suggest that this arrangement be 
perpetuated and extended. Consideration might well be given to 
the formation of a Group or Special Committee by the Chief Counsel, 
composed of several senior officials of the Service and Treasur 
Department as well as one or more from the Chief Counsel’s staff. 

(d) Need for early legislative decision on some litiguted issues.— 
Consideration might also be given to machinery for the prompt draft- 
ing in the Treasury of proposed legislation covering those issties which 
require legislation, when a decision has been reached to abandon litiga- 
tion. If preferential consideration should be given to attempting to 
secure such necessary legislation, the policy decisions would be made 
easier. 
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A refusal of the Congress to do what the Treasury asks may indicate 
that the legislative Branch disagrees with the Executive Branch on 
the point; and there is no question that the will of the Legislative 
Branch is what determines the tax burden placed on each taxpayer. 
That disagreement would indicate that the Treasury ought to cease 
its efforts to act on its own theory, since tax burdens are properly in 
the hands of the Legislative Branch, not in those of the Treasury or 
of the courts. 

We fully recognize that there are situations in which the reason why 
the Congress refrains from enacting the Treasury’s will into law in 
such a matter is merely that the Congress is at the time too busy to give 
attention, or that the Congress feels that the point in question is one 
that is so difficult that it should be solved gradually by a multiplicity 
of court decisions notwithstanding the consequent delay as to finality. 
Thus it certainly cannot be said that every doubtful point can be 
solved merely by going to the Congress. ‘There are, however, many 
of the doubtful points which can be handled by ascertaining the will of 
the Congress, thus contributing to the well-working of the system. 

Perhaps one reason why the Treasury does not go to Congress as 
often as it should is that the Treasury has found out by long exper- 
ience that it can succeed in court on many points of law which it 
desires to establish, even though the Treasury knows the Congress 
might not agree with the policy suggested by the Treasury. In some 
cases the Congress has had to nullify the decisions of courts which 
the Treasury had secured in this way. 

(e) Possible subcommittee of the Committee on Ways and Means.— 
It may well be that Congress might usefully cooperate in helping 
the Treasury to get away from too heavy a reliance on the courts for 
the filling of gaps. Perhaps the Ways and Means Committee might, 
with this in view, establish a special Group or Subcommittee to con- 
sider, apart from any more general revenue bill, recommended techni- 
cal amendments proposed by the Treasury after the Government has 
decided, on the particular point that it has lost in court, to abandon 
efforts to sustain it by further litigation. Ssome Congressional action 
of this type may go a long way toward eliminating unnecessary liti- 
gation and consequent lack of finality. 

(f{) Acceptance of Courts of Appeals decisions.—It has been sug- 
gested that a rule be adopted to the effect that, after two Federal 
Courts of Appeals have decided a particular issue against the Govern- 
ment, the Government should abandon the issue and publicly announce 
a change in its position. The Group does not at present favor such an 
arbitrary rule of thumb. In some instances, a single decisiong»"hefaer 
by the Tax Court or by a single Circuit Court of Appeals, may. be 
sufficiently clear, reasonable and free from doubt, as to yatthy a 
change in the Treasury’s position. In others, the issue may. be so 
difficult or borderline and the decision below so doubtful as to deserve 
the consideration by several courts. 

Any arbitrary rule of this type, while easier to administer, it seems 
to us would give a wrong answer in certain situations. Thus, it some- 
times occurs that the Government has appeals pending in several cir- 
cuits at the same time involving the same issues: it would certainly 
be unwise, after two circuits have decided adversely to the Govern- 
ment, to dismiss cases on appeal in other circuits which may have 
already been briefed or argued. 
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Because the cases should be rare in which litigation ought to be 
continued after two or more Courts of Appeals have refused to follow 
the Government’s contention, we would ike to explore further another 
suggestion which has been made. The suggestion is that such a situa- 
tion should, as a matter of fixed rule, be submitted to the top adminis- 
trative authorities for decision, and unless those top authorities decide 
that litigation shall continue, the Treasury shall give up on the point, 
so far as relying on the courts to establish it is concerned. Note our 
suggestion under paragraph (c) above. 

(9) Conflicts in litigation policy.—Instances have been called to our 
attention in which points have been litigated which are contrary to 
the Commissioner’s announced policies of construction on such points. 
While these instances are few in number, the threat that such instances 
may increase due to decentralization presents a hazard which should 
be avoided in the interest of uniform application of the revenue laws 
and of cutting down litigation. 

Under the present practice, in cases of doubt, the District Director 
of Internal Revenue may submit an inquiry to Washington, seeking 
clarification of policy on a particular point. The taxpayer has no 
right of appeal to Washington in such case. Elsewhere in this report 
(see Subdivisions V and VII) it is suggested that consideration be 
given to according to taxpayers a right of recourse to the Washington 
office in certain restricted situations. The adoption of this plan would 
help to cut down the number of pending cases and the number of tax 
questions in litigation. 

We are advised that it is the firm policy in the Chief Counsel’s Office 
not to press litigation on points contrary to constructions of the law 
which have been adopted in the central office in Washington. We are 
also advised that careful reviews are accorded of briefs filed in the 
Tax Court. Thus all briefs filed with the Tax Court are not onl 
reviewed in the Regional Office but are also reviewed in the Office 
of the Chief Counsel in Washington. It is the present policy that if 
any such brief, filed or to be filed with the Tax Court, presents argu- 
ments contrary to policy, corrective measures will be taken. 

While the Group feels that this procedure is entirely salutary 
and proper, nevertheless, as above stated, instances have arisen in 
which conferees and attorneys have urged points contrary to an- 
nounced policy, and deficiencies have been asserted in 90-day letters 
contrary to such policies. We therefore believe that limited rights 
of appeal to Washington, by way of “certiorari” may be helpful in 
avoiding such instances in the future and assist in the maintenance of 
the necessary national uniformity in the administration of the tax 
laws. See, in this connection, the “certiorari” discussion in Subdivi- 
sions V and VII. 

(hk) Backlog of Tax Court cases.—The Group is concerned with the 
growing backlog of cases now pending in the Tax Court. Elsewhere 
in this report, in our consideration of civil settlement procedures un- 
der Subdivision V, we have pointed to this large inventory of cases 
now pending in the Tax Court and to delays in obtaining Court action 
on issues of general importance. This increase in Tax Court litigation 
is a matter of serious concern and points to the need of reducing, 
through proper settlement procedures, the number of cases finding 
their way into the Court. 
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The delay in Tax Court litigation is not only hurtful to the Gov- 
ernment and to the taxpayer involved in the particular litigation, 
but buried in the mass of cases now pending in the Tax Court are cases 
involving issues of general application ona importance in their effect 
on many taxpayers. Prompter disposition of these important cases 
is of the utmost importance. 

The Group has considered this problem of speeding up Tax Court 
production briefly and very generally and has Siactaeed tse matters 
in a general way with the Chief Counsel, who is likewise concerned, 
and with members of the Tax Court itself. No affirmative recom- 
mendations are made at this time but the Group urges further and 
continued study of the problem including a consideration of the 
following: 

(i) A more liberal use of Commissioners. 

(ii) Enlarging the personnel of the Court. 

(iii) The employment of additional law clerks, including law clerks 
who will attend the Judge in his trial of cases. 

iv) An examination into the wider use of pretrial conferences. 
tS) The possibility that a larger number of simple cases shall be 
decided from the Bench. 

(vi) More vigorous effort on the part of the Service to work out 


settlements of the 357 Section 722 cases (527 Dockets) pending in the 
Tax Court. 


POR ESB aE 


RIN OT 


AORN BLT NP 


eee ears 


~ RINS REP e 





SUBDIVISION VII 
RULINGS PROCEDURE 
1, GENERAL 


Despite the number of provisions in the Internal Revenue Code 
and <he multitude of regulations interpreting them, the great variety 
and the novel nature oF tranesetian undertaken and proposed raise 
each day questions which in the interests of both taxpayers and the 
Government should be speedily and correctly determined. The so- 
called “rulings procedure” of the Internal Revenue Service is designed 
to eatisfy this important need. 

For purposes of convenience the Internal Revenue Service dis- 
tinguishes between “rulings” and “determination letters.”* The 
former are issued only by the National Office of the Internal Revenue 
Service, and the Assistant Commissioner (Technical) is in general 
responsible for the issuance of rulings. The authority to issue rulings 
has been, subject to certain supervision, redelegated to the Tax Rulings 
Division and its branches, The term “ruling” has been described as 
a written statement issued by the National Office of the Internal 
Revenue Service which is an expression of the official interpretation or 
poner of the office of the Commissioner of Internal Revenue, and it has 

n said that rulings are intended to serve the purpose of establishing 
principles and policies of the Service in the interpretation and applica- 
tion of substantive tax law. 

The term “determination letter” is used to describe a written state- 
ment issued by a District Director of Internal Revenue in response to 
an inquiry and “solely by way of application to the facts involyed in 
the in uiry or request of the principles and policies previously estab- 
lished by the National Office.” The Service position is that determina- 
tion letters are to be issued only if a determination can be made on the 
basis of clearly established sates as set forth in the statute, Treasury 
Decisions or Regulations, or rulings, opinions or court decisions pub- 
lished in the Internal Revenue Bulletin. 

Subject to certain exceptions the National Office will issue rulings 
with respect to prospective transactions. On the other hand, with 
important exceptions, the District Director of Internal Revenue has 
no authority to issue determination letters as to prospective or proposed 
transactions. District Directors do have authority, however, to issue 
determination letters with respect to the qualification of pension, 
annuity, profit-sharing and stock bonus plans. The District Director 
may also issue determination letters with respect to. the exemption of 
organizations under section 501 of the Internal Revenue Code, although 
his authority in this connection is generally limited to routine. cases, 
The authority of District Directors in the issuance of determination 


“The descriptive matter which follows is based upon Rev. Rul. 54—172, 1954-1 C. B. 894. 
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letters in employment and excise tax matters is not limited to questions 
on completed transactions and in this area they may issue determina- 
tion letters even though the transaction or event is prospective. 


2. NATIONAL OFFICE CENTRALIZATION 


In the short time in which the Advisory Group has been functioning 
it has not been possible to make \aithorough review of the operation 
of the Internal Revenue Service in the rulings and determination letter 
field. It has been possible, however; to hold conferences with the 
representatives of the Commissioner of Internal Revenue principally 
charged with responsibility for the issuance of rulings and the formu- 
lation and administration of rulings procedure; The Advisory Group 
believes that, as a result of these conferences and the familiarity over 
a period of years which most of the members of the Advisory Group 
have in the rulings field, at least preliminary views can be expressed 
as to certain aspects of the operation of the Internal Revenue Service 
in this area. 

The problems presented to the National Office for rulings frequent! 
are complicated and technical and involve some of the most ifficult 
provisions of the Internal Revenue Code. It follows that the calibre 
of personnel required for effective functioning must be very high. 
Those charged with the principal responsibility in the National Office 
are fully aware of the importance of the work and recognize the neces- 
sity of an adequate and able staff. They are faced with the hard task 
of maintaining a group of skilled technicians against the competition 
of high salaries and attractive opportunities which are open in industry 
and the professions to capable staff members who have been trained 
to handle problems in one or more of the subjects dealt with in rulings. 
Despite these difficult conditions, the available evidence indicates that 
on the whole an excellent job is being done in the National Office in 
the rulings field. 

The policy of the Internal Revenue Service in restricting to the Na- 
tional! Office the authority to issue rulings on prospective transactions 
in income, estate and gift tax matters has been criticized on the ground 
that it imposes hardships on taxpayers located in distant areas, A\- 
though it cannot be denied that taxpayers located in Washington and 
nearby centers can more readily present their views in connection with 
requests for rulings than can taxpayers many miles distant, it is be- 
lieved that the arguments in favor of the present system far outweigh 
those made in support of decentralization in this field. It would be 
difficult, if not impossible, under the salary limitations imposed by 
Civil Service requirements, to staff a number of offices with the trained 
personnel required to handle the technical and complicated problems 
involved in requests for rulings. If this barrier were removed there 
would still exist the formidable problem of maintaining uniformity 
of rulings. 

As stated by the Internal Revenue Service, “rulings * * * are in- 
tended to serve the purpose of establishing principles and policies of 
the Service in the interpretation and application of substantive tax 
law.” It is doubtful, to say the least, that rulings could continue to 
serve this pupae if the authority to issue them were delegated to a 
number of offices throughout the country. 
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In the opinion of the Advisory Group no'attempt should be made 
by the Internal Revenue Service further to decentralize rulings” 
authority. 


3. “CERTIORARI” PROCEDURE INDICATED IN SEVERAL SITUATIONS 


Another criticism which has been made of rulings procedure is that, 
in one respect at least, there is too much decentralization. Requests for 
rulings by the National Office may'be made by a District Director. 
Upon the audit of returns it is not unusual for problems to arise which. 

resent difficult interpretations of the law and problems as to Internal 
Reventa Service policy with respect to particular provisions of ‘the: 
Internal Revenue Code. The decision as to whether‘a problem arising 
on audit should be referred to the’National Office fora ruling is com- 
pletely within the discretion of the District 'Director’s office. 

No procedure is open to the taxpayer to appeal from a decision of the 
District Director’s office not to refer the matter to the National Office, 
even though the taxpayer is convinced that an objective judgment 
would be that the matter should be referred.’ There is frequently, of 
course, a natural tendency on the part of some field personnel to avoid 
references to the Nation al Office as they do not wish to’shirk, or seem to 
shirk, their responsibilities. The reference procedure involves addi- 
tional paper work and trouble in the field office and delay in the dis 
sition of the case and these elements too, have their effect in' reducing 
the number of issues referred to Washington. . 

The problem has been called to the attention of the Commissioner 
of Internal Revenue by representatives of various associations and 
recently a “certiorari” rule was adopted 'that, to a limited extent, the 
taxpayer may request National Office consideration in connection with’ 
the qualification of pension, annuity, profit-sharing and stock bonus 
plans under section 401(a) of the Internal Revenue Code and. the 
status for exemption of related trusts under section 501(a). This 
special procedure has not been adopted in any other area. : 

It is understandable that the Internal Revenue Service does not wish’ 
to grant taxpayers the privilege of insisting on the referral of issues’ 
to the National Office. The Service does recognize the existence of 
the problem and wishes to give it further consideration. It ‘is be- 
lieved that some affirmative steps should be taken to remedy the situa- 
tion. 

Your Advisory Group, therefore, reeoommends that the Internal 
Revenue Service adopt, on a trial basis, a procedure permitting a tax- 
— whose request to the District Director for a reference to the 

ational Office for a ruling has been denied, to appeal to the National 
Office from such denial. The initia] review of the case by the National 
Office should be limited to the question of whether the issue as to which 
a ruling was requested is of such a nature that the National Office 
should take jurisdiction and issue a’ruling. If the application is 
granted the taxpayer should be given, in accordance with the usual 
practice, the right to present his views to the National Office. 

An adequate trial period of the appeal procedure recommended 
should determine whether it is a satisfactory solution of the problem. 
If the National Office should be deluged with frivolous appeals or the 
procedure otherwise interfered with the orderly and proper disposition 
of cases, it could be abandoned or, perhaps, some more workable sub- 
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stitute devised. We do not believe that. a proper objection to this 

rgested practice is lack of available personnel. If it is.a good ad- 
ministrative practice in the interest of both the Service and the public, 
the additional personnel should be supplied. 


4. RULINGS ON EXEMPT ORGANIZATIONS 


The chief criticism which has come to the attention of the Advisory 
Group in connection with the issuance of rulings has been directed at 
the functioning of the Service with ey to exempt organizations. 

In recent years the position occupied by charitable foundations and 
other exempt organizations in our economy and political structure 
has become immensely important. That the impact of income and 
estate taxation has been a principal, if not perhaps the principal, 
factor in the increase in number and growth of such organizations is 
beyond dispute. Exemption from income tax of, and the deductibility 
for income and estate tax purposes of contributions to, charitable and 
similar organizations are the sine gua non of their existence. Further- 
more, determination of their status must be made on the administrative 
level; protracted court proceedings are obviously an unsatisfactory 
means for handling the problem. The risk of granting tax exemption 
to organizations. which engage in Communist or other disloyal activi- 
ties is an element which has assumed importance, Among other com- 
plicating factors has been the addition to the Internal Revenue Code 
in recent years of complex provisions with respect to exempt organiza- 
tions, such as the provisions dealing with unrelated business income, 
prohibited transactions and unreasonable accumulations of income. 

The procedure established in the Internal Revenue Service for pass- 
ing upon organizations claiming exemption was not designed to meet 
the complications and increase in size which have since taken place. 
The problem with which the Internal Revenue Service is now faced 
is principally in the National Office. Although the District Directors 
may issue determination letters in routine cases, all other cases must 
be passed upon by the National Office. That office has the difficult 
task of maintaining a trained staff, efficient and skilled in this com- 
plicated field and large enough to handle the workload. This is,just 
another facet. of the problem sketched broadly in Subdivision I. 

Data obtamed by the Advisory Group front the Service shows, and 
the Service recognizes, that it is falling steadily behind in its disposi- 
tion of cases in the exempt organizations field. There is the broad ques- 
tion of whether, in view of the highly complicated and sensitive nature 
of the problems in this field the Service organization, originally estub- 
lished to,cope with a muel: simpler set of circumstances, is properly 
staffed and equipped to face the present situation. 

The Loternal Weeeas Service is fully alert to the problem and has 
already taken some steps, through the addition of personnel, to im- 
prove pariRenanee, A review.of the entire problem of administra- 
tion of the exempt organization field was also.undertaken by the 
Internal Revenue Service before the matter was discussed by us with 
Service representatives. 

It appears that one factor for the. delay in issuance of exemption 
rulings may. be the fact that the Internal Revenue Service, realizes that 
once it has approved. an application for exemption, only minor atten- 
tion, is,thereafter normally paid to, that organization... The informa- 
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tion returns filed by exempt organizations are seldom audited care- 
fully, and, except in unusual cases, there is no continuing check to see 
whether the organization is operating within its intended purpose or 
if, by reason of improper activities or otherwise, it may no longer be 
entitled to exemption. See the discussion in Subdivision III, subject 
5. If adequate personnel were available to conduct in the field a re- 
view of the operations of exempt orgenisatone, the Group believes 
that the Service would not need to hold up the issuance of exemption 
rulings to newly formed organizations until those organizations can 
show an extended period of actual operation. 

At this point the Advisory Group is not prepared to offer any 
affirmative recommendation as to changes in procedure or otherwise 
but believes that the situation is one which should be subject to further 
review by the Service. 


5. RULINGS—-REFUSAL TO RULE ON PARTICULAR ISSUES 


Before concluding the report with respect to the rulings procedure, 
mention should be made of one additional point. Except in limited 
areas the issuance of rulings is discretionary with the Internal Reve- 
nue Service. Sometimes, because of a policy consideration or for some 
other reason, the Service refrains from ruling on particular issues. 
There is no fixed practice on the part of the Service to give public 
notice that it is refraining from the issuance of rulings in a particular 
field, although in some instances such an announcement has been made, 

It is believed that if the Service decides to withhold rulings on 

articular issues, at least if the nonruling policy is to be in effect 
or any substantial period of time or for an indefinite period, a 


— announcement would be helpful both to the public and the 
rvice. 





SUBDIVISION VIII 
SPECIALIZED PERSONNEL 


1. GENERAL 


There are certain special tax problems of a highly technical nature 
which can be efficiently administered only through a staff of highly 
trained experts. Representatives of these groups should be located 
in the districts where such specialized types of services are frequently 
used. However, groups of these qualified experts should also be main- 
tained in Washington to service the districts requiring only oc- 
casiona] assistance in these special problems and for other purposes 
mentioned below. 

The problems which would not necessarily have expert technicians 
in each district fall, generally, into three categories: 

(a) There are problems somewhat local in nature and infre- 
quently arising in many of the districts. An example would be 
problems relating to oil and gas. About 20 of the 48 States now 
produce oil and gas. ey 5 tan in nonproducing States may 
derive income from another State producing oil. Agents exam- 
ining such taxpayer’s return cannot al] be expected to be familiar 
with the intricate rules applicable to various oil transactions. 

(4) There is a second category of problems, not local, but of 
an infrequent and highly specialized nature which require con- 
sideration by trained personnel, but because of the infrequency 
of the problem in any one area, trained technicians capable of 
handling such problems are not to be found in all the districts. 
Examples would be tax problems relating to the taxation of regu- 
lated utilities, insurance companies, or some specialized business 
operations. 

(ec) The third category relates to problems involving transac- 
tions that may affect taxpayers in several different districts. An 
example would be a corporate reorganization affecting taxpayers 
residing in a number of different districts. 


2. NEED FOR CENTRALIZED EXPERT POOL 


It is the belief of the Group that efficient tax administration requires 
the continued maintenance in Washington of a pool of trained ex- 
perts specializing in those tax areas, with respect to which, because of 
the very nature of the problems, the region or district officials are 
not or cannot be equipped to handle the particular type of tax prob- 
lems that may arise. t pes of problems of this nature would include, 
but not necessarily be limited to, problems dealing with: 

(a) Natural resources: Oil and gas; timber; mines; valuation, 
depletion, and depreciation. 
(6) Exempt organizations. 
6A 





INTERNAL REVENUE ADMINISTRATION 65 


ce) Pensions and profit-sharing plans. 

d) Insurance companies (including actuarial problems). 

(e) Foreign trade and commerce and foreign income. 

/) Tax treaties and conventions, 

g) Regulated utilities: Railroads, transportation; communi- 
cations; gas, electric, water, sewer, etc. 

(A) Corporate reorganizations and distributions, 

The Internal Revenue Service presently maintains in Washington 
sections dealing with some aspects of these specialized problems. 
Further study should be made as to the practicability of expanding 
the pereoanel in some of these sections and adding other sections 
dealing much more generally with these specialized problems. It is 
our belief that so to do would improve the revenue administration. 

Experts in these special problems: (i) would serve to give advice 
to the region and district offices in the special problems coming within 
their jurisdiction; (ii) would aid in the coordination of problems 
within the several areas as they arise in the several districts and 
thus make for uniformity and consistency of tax treatment through- 
out the country ; and (iii) would tend to settle controversies at admin- 
istrative levels and thus diminish litigation. 

The Group recognizes that in the administration of the complex 
and often highly technical provisions of the Internal Revenue Code, 
the Service must employ many categories of trained and experienced 
specialists. The training and experience to develop the degrees of 
competency and the designation of the areas of activity of such special- 
ized personnel, necessitate an extensive study, the time for which is 
erty not available to the Group. The designation of the special- 
ized problems and the frequency of their occurrences are the principal 
factors to be considered in the formulation of any precise program 
for the assignment of specialized personne]. It is the recommendation 
of this Group that the matters referred to in this paragraph be the 
subject of a continuing study. 

The procedure we recommend contemplates, in addition to the field 
location of specialized personnel where workload so justifies, the 
expansion of the central office pool of specialized personnel. Each 
district office will be expected to seek advice from ‘the central office 
specialized personnel related to the designated specialized problem. 
Where such advice is sought the taxpayer ahioulle: as at present, be 
given an opportunity to file written protests and statements in con- 
nection with the request, and be accorded a conference in Washington 
before the particular section which has thé question under review. 

Moreover, unlike the practice at present, it is felt that taxpayers 
should also have access to such offices so maintained in Washington 
for the review of special problems which, because of the circumstances 
mentioned above, cannot be efficiently administered at the local level. 

If, for example, a problem arises in Minnesota dealing with oil and 

as or some other highly specialized subject matter for which the 
district does not maintain specialists, or where the specialists of the 
district decide an issue in a manner inconsistent with the determina- 
tion of a similar issue in another district, such taxpayer should have 
a right to appeal to the Washington office for a determination of the 
tax issues involved. However, this right of appeal on the part of 
taxpayers should be strictly limited. 
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It is accordingly suggested that the right of the taxpayer to appeal 
to Washington for a tax determination should be by way of “cer- 
tiorari”; that is to say, he may file an application to have his case 
referred to the National Office only with respect to issues involving 
highly technical matters and in his application he should set forth the 
reasons why this issue should be handled at the Washington level. 
This is essentially the same as the “certiorari” procedure suggested 
under subject (3) of Subdivision VII dealing with rulings procedures, 
and reference is made to that discussion. 


3. “UPGRADING” THE STATUS OF ENGINEERING, ETO. OPINIONS 


Under existing procedures, the opinions and determinations of ex- 
— and specialists are deemed to be “advisory” in nature and not 

inding upon Revenue agents or any other Internal Revenue person- 
nel engaged in the audit and disposition of cases. The Advisory 
Group believes that further study should be given this matter, particu- 
larly as to whether certain types of specialist determinations should 
be made binding or should be accorded a higher degree of reliance than 
is the case at present. 


4. PERSONNEL RECRUITMENT AND ATTRITION PROBLEM 


It is highly essential that these qualified experts, whether located 
in the field where the volume of specialized work so warrants, or located 
in the central office pool, should be individuals with recognized and 
accepted qualifications arising out of field experience in their profes- 
sions and specialties. For example, engineering opinions should be in 
the hands of individuals who can qualify as witnesses in court proceed- 
ings. Cf. B. F. Sturtevant Co. vs. Commissioner of Internal Revenue, 
75 F, (2d) 316. 

At the present time many experienced technical specialists are 
leaving the Internal Revenue Service to accept more lucrative posi- 
tions in private employment, and t difficulty is being experienced 
in attempting to secure qualified replacements. Here again, note 
the discussion in Subdivision I. 

Your Advisory Group believes that the basic cause of this is a 
matter of serious concern. It is believed that the progressive attrition 
of specialized personnel is in large part due to the fact that the classi- 
fying officers who are responsible for classifying the jobs of these 
specialists do not have the necessary training or experience properly 
to appraise the importance of their work and the expert qualifications 
required, nor the classification latitude needed. The result is that 
the classifications assigned are too low to permit the Service, in com- 
petition with private industry, to pay salaries which will attract 
qualified technical men to accept such positions. 

It is recommended that. immediate action be taken to review the 
existing Civil Service classifications of these specialist employees. 
It is further urged that appropriate recognition of the necessity of 
changing pay scales and job classifications be brought to the attention 
of the Appropriations and Civil Service Committees and the Budget 
and Fiscal Ofkcers of the Government. 
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5. REVIEW OF ENGINEERING, ETO, DETERMINATIONS 


To assure adequate control, correctness and uniformity under the 
procedure of appropriate recognition and location of specialized 
sonnel herein recommended, it is necessary that appropriate revisions 
be made in the internal controls and reviews of the conclusions of such 
specialized personnel. 









































































SUBDIVISION IX 
ADMINISTRATION AND PROCEDURE IN FRAUD CASES 
1. GENERAL 


A vigorous and competent enforcement of the fraud provisions in 
the law is essential to our revenue system. The Service has the 
responsibility for discovering fraud and assembling the evidence 
necessary to convict; and it performs these tasks with ingenuity and 
persistence. 

The policymakers in the National Office, while realizing the import- 
ance of securing convictions as a means of inducing compliance with 
the law, are also conscious that public opinion is the dominant influ- 
ence favorable to compliance, and that public opinion may be rendered 
adverse by any Government action which seems to over-use Govern- 
ment power—the public being on its guard against such over-use. 
Among the actions which the Service should thus seek to avoid are: 

(a) Reckless and inexpert overstatement by the Government of 
tax liability; 

(6) Seeking grand jury action without clear evidence of actual 
understatement or of willful intent; 

(c) Showing a tendency to punish a suspected taxpayer by 
ad Saree ence : 

(d) Starting so great a number of prosecutions that—as oc- 
curred in “prohibition” days—the noncomplier may feel that 
public opinion supports his violation. 

This Advisory Group believes that several of the following sugges- 
tions may aid the Service in its efforts to see that the actual work in 
the field is in accord with policies accepted by the National Office. 


2. STANDARDS FOR PROSECUTION 


The Treasury has had to undertake not only a program of engender- 
ing good will and cooperation on the part of taxpayers to secure as 
much voluntary compliance as possible, but, with respect to the few 
who do not cooperate, the Treasury has had to determine, on policy 
Patri who should be criminally prosecuted and who should merely 
subjected to civil penalties (themselves quite onerous monetarily). 
The Treasury’s present standard for prosecution is stated as follows: 
It is the policy to recommend prosecution in cases involving a willful violation 
of the income-tax laws where the evidence is sufficient to indicate guilt heyond 
a reasonable doubt, and there appears to be a reasonable probubility of conviction. 
The Advisory Group suggests for consideration that the decision 
whether to recommend prosecution should not rest solely un the afore- 
said technical standard of guilt or innocence, and that prosecution 
should be sought only if— 
(a) there is available legally admissible evidence sufficient. to 
make conviction reasonably certain; 
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(6) the offense is substantial as regards the amount of tax in 
relation to the offender’s taxable income; and 
(c) the offense is such that public/opinion would consider the 
rosecution justified in the light of the whole situation. 

It is submitted that the standard suggested for consideration by the 
Advisory Group takes into account policy factors of long-range im- 
portance to a revenue system whose effectiveness depends funda- 
mentally on public acceptance. 

The most debatable area probably is that-of the smaller taxpayers, 
from whom the bulk of income taxes are collected. It would, on the 
one hand, be disastrous to adopt a standard which rendered the smaller 
taxpayer immune from prosecution. Obviously the Advisory Group 
does not intend to suggest such a standard. On the other hand, to 
avoid a public opinion boomerang, the decision as to the number of 
smaller taxpayers to be prosecuted and the choice among them of 
specific cases for prosecution require the exercise of the highest degree 
of discretion, judgment, and farsightedness. 


8. NATIONAL OFFICE REVIEW OF RECOMMENDATIONS FOR PROSECUTION 


Prior to January 8, 1952, recommendations for.criminal prosecution 
were reviewed in the National Office of the Internal Revenue Service, 
and the taxpayer was accorded the opportunity to have a hearing in 
the Chief Counsel’s Office there, before the case was transferred to 
the Criminal Section of the Tax Division,of the. Department of 
Justice. On that date, the Secretary of the Treasury eliminated the 
National Office review and hearing privilege. Since then recommen- 
dations for prosecution have been referred directly to the Department 
of Justice from each regional counsel’s office in the field (where the 
taxpayer may have a conference). This change occurred. at a time 
when the Service was being subjected to criticism for delays in the 
eee of prosecution recommendations; and elimination of 

fational Office review may have reduced the time taken in processing 
these cases. The Advisory Group is inclined to believe, however, that 
any such saving in time may have been accomplished at too high a cost 
in other respects. We submit the following factors for consideration— 

(a) The present system apparently does not achieve uniformity 
in prosecution recommendations among the nine internal-revenue 
regions. 

(5) Review in the Criminal Section of the Tax Division, De- 
— of Justice, cannot peperiy provide the requisite uni- 

ormity, since its review is from the viewpoint of whether it 
believes it can secure a conviction. The achievement of a uniform 
policy in recommendations for prosecution is the obligation of the 

nternal Revenue Service, the agency statutorily responsible for 
the effective collection of the revenues. 

(c) There are indications that the Government now is encoun- 
tering difficulty in staffing nine separate regional offices with 
fraud attorneys of maturity, experience, and balanced judgment, 
whereas this personnel problem can be solved in the Enforcement 
Division of the Washington Chief Counsel's Office. 

(d) In connection with the immediately foregoing comment, 
reference is made to the discussion under section 2 (Standards 
of Prosecution) , above, stressing the high degree of discretion and 
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judgment which must be exercised in choosing cases for prosecu- 
tion, in order to insure that the crime of tax evasion is not made 
respectable through errors in prosecution policy. 

(e) It cam also be argued that, in the absence of Washington 
review and hearing, a taxpayer is not accorded the protection 
to which he is entitled, since he has no opportunity to present 
his case to internal-revenue lawyers who are free from direct 
pressures from the special agents and the latters’ superiors. It 
takes considerable courage for an attorney to turn down peeme 
tion of a case upon which the special agents have expended months 
of effort. It is the responsibility of the Service to provide its 
attorneys with the atmosphere in which they can exercise that 
courage, when prosecution is unwarranted, 

(f) Under the old procedure, the Washington conference gave 
the suspected taxpayer as much information regarding the 
charges as he would have been entitled to in an indictment, thereby 
affording him an opportunity there and then to bring forward 
such defenses as he had. We understand that the practice among 
the nine regional offices is not uniform as to how much informa- 
tion may be disclosed to the taxpayer. 

(9) Of rhaps less importance is the fact that the Chief 
Counsel’s Office in ae being situated in the same place 
where the Department of Justice is located, may be better 
equipped to consult with the Justice attorneys, as questions are 
raised by the latter with respect to a case. 

The Advisory Group believes that consideration of this matter in 
a more calm and unhurried climate than existed in January, 1952, 
would result in the conclusion that the Washington Chief Counsel’s 
review and hearing privilege should be reinstated in respect of 
criminal tax cases. 


4. VOLUNTARY DISCLOSURE OF TAX CRIMES 


On January 10, 1952, the Secretary of the Treasury abandoned the 
policy under which criminal prosecutions were not recommended in 
eases where guilty taxpayers made voluntary disclosures prior to the 
initiation of investigation by the Revenue Service. 

The Advisory Group has had the benefit of hearings before an earlier 
subcommittee of the Ways and Means Committee (J anuary 1952, 82d 
Cong., 2d sess.), and of views expressed by professional organizations, 
as well as a comprehensive study memorandum completed by the 
Revenue Service as recently as January 6, 1955. 

Particularly in the light of the considerations fully expressed in 
the latter memorandum, the Advisory Group appreciates that a 
case can be made against as well as for a voluntary disclosure policy. 

On balance, however, the Advisory Group believes that a sound] 
constructed voluntary disclosure policy should be a part of the Fed- 
eral internal-revenue structure. Income-tax evasion is a unique crime, 
in that our system of self-assessment imposes peculiar temptations 
upon taxpayers, and in that this self-assessment system affects mil- 
lions of taxpayers widely differentiated as to education, experience, 
intelligence, emotional stability, social consciousness, etc, Hence, 
the Service already distinguishes among various cases and grada- 
tions of income-tax crimes in determining which specific instances 
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should be recommended for prosecution and which should not. The 
Advisory Group believes that a carefully drafted policy of voluntary 
disclosure would be of assistance to the enforcement authorities 
in making the aforesaid distinctions. We submit that voluntary dis- 
closure prior to initiation of investigation in itself affords an adequate 
justification for including the taxpayer’s case among those which are 
not to be recommended for prosecution. Such a policy could result in 
substantial collections of taxes, penalties, and interest from individ- 
uals who might never be caught in the enforcement net, or who, if 
caught, might not be successfully prosecuted because of lack of suf- 
ficient evidence. 

There is the question whether a voluntary disclosure policy would be 
dangerous in that taxpayers might omit returns or file fraudulent 
ones in anticipation of making a disclosure if and when detection of 
their fraud became imminent. There is no evidence that the Serv- 
ice’s prior voluntary disclosure policy either did or did not’ increase 
the number of tax frauds while such policy was in force. The Ad- 
visory Group believes that reinstitution of the policy will not have 
the feared effect, provided (a) the policy is protected by fixed and 
definite standards establishing the cutoff event, occurrence of which 
will terminate the taxpayer’s hope of making a voluntary disclosure; 
and (5) the voluntary disclosure mechanism 1s part of an overall pol- 
icy of vigorous criminal investigations, like those now underway. 


5. PRESENT BURDEN UPON THE TAX COURT IN CIVIL FRAUD CASES 


We understand that a heavy case load of civil fraud cases is pending 
in the Tax Court. Trial of a fraud case is especially time-consum- 
ing. The Advisory Group suggests that the Service make a special 
effort to enlist the cooperation of taxpayers in settling these cases. 
One difficulty has been that, once a case has been docketed in the 
Tax Court, the taxpayer may be loath to participate in any settle- 
ment, since it phar the filing of a court stipulation which the 
taxpayer views as equivalent to a public confession of fraud. This 
suggests that attempts at settlement should be further pressed in the 
predocketed stage. Perhaps this might be facilitated by having at- 
torneys from the —— Counsel’s Office participate in the settle- 
— of predocketed civil fraud cases to a greater extent than they 
now do. 

The foregoing suggestions, if adopted, would only partially meet the 
problem. For this reason, the Advisory Group has attempted to 
analyze other factors contributing to excessive civil fraud litigation, 
as discussed under the next heading. 


6. STATUTE OF LIMITATIONS AND RATE OF PENALTY IN CIVIL FRAUD CASES 


There is a 6-year statute of limitations in criminal tax fraud cases, 
but no statute of limitations is applicable in the case of civil tax fraud. 

This means that, if there is a fraud item in the return, the 
Service may assess a deficiency at any time, both in respect of the por- 
tion of the deficiency attributable to fraud and the portion not so 
attributable. | 

Tn assessing the problems in this area and their possible solution, 
the Advisory Group has considered a number of alternatives: 
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(a) It has been suggested to us that the same legislative policy 
which requires a statute of repose for criminal prosecutions also 
requires a statute of repose in civil cases, such ewlative policy 
being based upon difliculties of proof resulting from lapse of time 
(including loss or destruction of records, dimness of memory, in- 
ability to locate witnesses, death of witnesses or of the taxpayer 
himself, ete.). 

(5). A less far-reaching solution would be to amend the law to 
apply to the nonfraudulent portions of the deficiency the normal 
limitations periods for assessment (3 years or 6 years, depend- 
ing upon the percentage of omitted income), leaving as at present 
no statute of limitations in respect of the fraud portion of the 
deficiency. This would tend to remove any temptation on the 
part of agents to assert fraud for the collateral purpose of open- 
ing the statute of limitations on nonfraud items. 

(c) A third suggestion, which might be considered with or as a 
part of the second one, is that the civil fraud penalty be made 
applicable only to the fraud items and not as at present to the 
non fraudulent portion of the deficiency as well. The thought has 
been expressed that if this change is made the present 50 percent 
civil fraud penalty might be increased. 

(d) A less selective approach would be to leave the fraud 
penalty applicable to the entire deficiency, if any fraud is present 
in the return, but to lower somewhat the rate of the penalty, or to 
impose a ceiling (for example, that the combined tax, penalties 
and interest shall not exceed 100 percent of the taxpayer’s net 
income for the year involved). 

(¢) A further proposal is that, where the normal statute of 
limitations has run, the Commissioner shal] have the burden of 
establishing the entire deficiency in civil fraud cases and not 
merely the burden of establishing (by preponderance of the evi- 
dence) that fraud occurred. 

(f) Still another alternative is that in civil fraud, as is already 
true in criminal fraud, the Government should be required to 
prove beyond a reasonable doubt that the taxpayer’s action or 
omission was fraudulent. 

The Advisory Group believes that further study of the foregoing 


alternatives is desirable. 







accountants and lawyers unconnected with the Group have reported 


7. INVESTIGATIONS BY THE INTELLIGENCE DIVISION 


A number of the members of the Advisory Group as well as 


that: 





(a) In some cases fraud investigations have been unjustifiably 
extended, with consequent harassment and injustice to taxpayers. 

(Lb) Sometimes agents do not take adequate steps to avoid 
unnecessary injury to the reputation of the person under investi- 

ation. 

. (c) There are instances in which agents mislead taxpayers (i) 
by intimating that the investigation is a routine one, when it 
already has fraud aspects; (ii) by having only the revenue agent 
approach the taxpayer, with the special agent directing the invest- 
gation in the background; or (iii) by indicating to the taxpayer 
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that his cooperation will profit him, thereby implying that there 
will be no criminal action, accompanied, however, by a statement 
for the record that the agents themselves do not possess the final 
authority. 

(d) Special agents are required to advise taxpayers of their con- 
stitutional rights at the time of taking their statements under 
oath. However, it is understood that the Internal Revenue Serv- 
ice considers that a practice of advising taxpayers of their consti- 
tutional rights at the beginning of a coed agent’s investigation 
would unduly alarm a large proportion of those investigated, 
whose cases are dropped after a relatively short check. But the 
failure to so advise the taxpayer early in the investigation — 
effectively deprive him of his constitutional rights even though 
the Government does not so intend. Instances have also been 
reported in which the special agents have affirmatively discour- 
aged the taxpayer from engaging counsel early in the investiga- 
tion, or have stated to the taxpayer that his lawyer is giving him 
bad advice. 

(e) There have been incidents involving other acts of over- 
zealousness on the part of agents, such as threatening of wit- 
nesses, or causing “unfriendly” witnesses embarrassment with 
their employers. 

(f) A frequent complaint is that jeopardy assessments are being 
used in specific instances for punitive and not revenue purposes. 
Because of the extremely harsh consequences of a jeopardy assess- 
ment in tying up the taxpayer’s property, it should be utilized 
only in extraordinary circumstances, 1. e., when the revenues are 
endangered, as supported by evidence that the taxpayer may be 
concealing his assets or that he is planning to flee or to engage 
in some other act which might frustrate collection of the tax. 

This Advisory Group is convinced that instances of the foregoing 
nature have occurred and that they have occurred more than sporad- 
ically. That (except for part of (d), above) these incidents are not 
in accordance with prescribed policy of the National Office is not a 
sufficient answer, whe vital rights and dignities of individuals are 
violated. We realize that many of the problems have arisen as a 
result of the rapid expansion in fraud work and the necessity of using 
relatively new and untrained agents. The Group recommends that 
the Service increase its efforts to secure compliance with National 


Office policy, especially by improved indoctrination of the newer or 
less experienced special agents. 
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THURSDAY, JANUARY 17, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON INTERNAL REVENUE TAXATION, 
oF THE COMMITTEE ON Ways AND MEANS, 
Washington, D. C. 
EXECUTIVE SESSION 


The subcommittee met, pursuant to call, at 10 a. m., in the main 
committee room, Hon. Wilbur Mills, chairman of the subcommittee, 
presiding. 

Mr. Mitus. The subcommittee will come to order, please. 

Some weeks ago Mr. Stam and I talked to Mr. Harrington in his 
office about the work that the Advisory Group on Administration and 
Enforcement of the Revenue Laws were doing. I told Mr. Harrington 
that when a report was filed by this group with the subcommittee we 
all as members of the subcommittee would like for him to have an 
opportunity to comment on the report and tell us whether or not in 
his opinion the findings of the Advisory Group were well taken, 
erroneous, incorrect, or whatever he might have to say about them. 
We have set this morning as the occasion for Mr. Harrington and 
others in the Service to have an opportunity of advising with us on 
the report. 

Mr. Harrington, we would like you to proceed in your own way to 
discuss such points as you have in mind to discuss concerning the 
report. Feel perfectly free to call upon any of those of your staff 


with you at any time.to supplement or implement anything you care 
to have them say. 
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STATEMENTS OF RUSSELL C. HARRINGTON, COMMISSIONER; 0. 
GORDON DELK, DEPUTY COMMISSIONER; CLIFFORD W. STOWE, 
ASSISTANT COMMISSIONER (OPERATIONS) ; HARRY J. TRAINOR, 
ASSISTANT COMMISSIONER (INSPECTION); J. F. WINKLE, 
ASSISTANT COMMISSIONER (TECHNICAL); JOHN P. BARNES, 
CHIEF COUNSEL; RUDOLPH HERZOG, ASSISTANT CHIEF COUN- 
SEL; RILEY CAMPBELL, ASSISTANT CHIEF COUNSEL; RICHARD 
W. NELSON, ASSISTANT TO THE COMMISSIONER—OF THE 
INTERNAL REVENUE SERVICE; AND DAN THROOP SMITH, 
DEPUTY TO THE SECRETARY; RUSSELL E. TRAIN, ASSISTANT 
TO THE SECRETARY—OF THE TREASURY DEPARTMENT 


Mr. Harrineton. Thank you, Mr: Chairman. 

I have with me this morning the top executive staff of the Service. 
I would like, with your permission; to review some of the highlights 
of the report myself and then call upon them regarding certain sections 
of the report with which they are:particularly familiar. 

As we go through this, if you want to interrupt us and ask us 
questions, I think that will be perfectly all right because that is the 
way you get information more directly and quickly than if we went 
all the way through and you come back and asked. Please use your 
own judgment on that. 

Mr. Mitts. Would it not be better, Mr. Harrington, if we proceeded 
on the basis of a full discussion of each of these subdivisions of the 
report before passing to another? 

Mr. Harrineron. Oh, yes. I will discuss it by subdivisions, that 
s right. 

Mr. Mitts. Fine. 

Mr. Harrineron. In the first place, Mr. Chairman and members 
of the committee, we have reviewed this report. I have read every 
word of it. We think in general it is a good report. It is a con- 
structive report. We are going to take it in the spirit in which it 
has been submitted to us. There are some matters mentioned in 
here and some recommendations with which we agree. There are 
other suggestions and recommendations with which we do not agree. 
Then there is the middle area where suggestions are made which we 
think well enough of to give them intensive study. 

I would like to say at the outset that I appreciate very much the 
comment that the committee made about me personally on the first 
page of this report, but I want to make it clear on the record that this 
is not a one-man job. J have in the national office the finest staff of 
executive assistants that I could possibly want. The job we are 
doing or trying to do is a cooperative team effort, not mine alone. 
I just want to make that perfectly clear at the outset. 

We also appreciate the comment that the Advisory Committee 
made where they say: 

We believe the Internal Revenue Service is a basically sound agency, staffed 
by and large with a loyal, hard-working group of public servants and that there 
has been an improvement in morale during the past year. 

I feel and have stated many times as I have gone throughout the 
country that I have never seen a more loyal, conscientious group of 
public servants than we have in the Internal Revenue Service. 
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Passing on to subdivision I, we certainly have no quarrel with the 
comment that is made and the recommendation that is made with 
regard to the salary scales and the promotional policies within the 
Service. Those are matters which are receiving our attention at the 
present time. They are important. But of course I think you 
realize that there are important budgetary implications in the whole 
program and that we have to work within those budgetary limita- 
tions, and also that we have to work within the framework of the Civil 
Service Act under which we operate, 

However, we are now developing plans for improved training facil- 
ities and for improvement in our promotional policy so that we can 
advance our men a little more rapidly than they have been advanced 
in the past, and we think that we can ameliorate some of these condi- 
tions in that way. 

All we can say now is that we agree with the committee and we are 
seciyenet the problem, and that we are going to do the best we can 
within the limitations imposed upon us. 

Mr. Mitts. Mr. Harrington, if I may inte this question at 
this point without interrupting your train of thought, I would like 
to do so. The points that the advisory group made with respect 
to personnel matters are pretty well summarized in the first two items 
listed on page 6. 

1. Shortage of personnel, clerical and technical, particularly of top quality, 
competent career personnel at all working levels, plus 

2. A personnel recruiting and attrition problem stemming largely from in- 
adequacy of compensation, some statutory deterrents to advancement and some 
factors related to morale, such as certain functions of the Inspection Service, and 
treatment of employees in the audit of their own tax returns. 

That summarizes pretty well what they discussed in the entire 
subdivision. 

Are you saying in your general statement that you are in accord 
with the statements made here in their entirety? 

Mr. Harrineton. Oh, no. I was not referring to that summary. 

Mr. Mitts. I wanted to be clear on that. 

Mr. Harrineton. That is right. We are going to take exception 
to the comments on the Inspection Service particularly, and I am 
going to come to that a little bit later. 

I might point out, gentlemen, that this matter of recruitment and 
retention of personnel is subject to geographical considerations. It is 
not uniform. You can’t make a categorical statement as to this 
being a factor in the Service asa whole. In certain areas of the coun- 
try we have very little difficulty obtaining competent people and 
retaining them. In some areas of the country, such as in the large 
metropolitan areas, we have considerable difficulty. So you have to 
weigh those things when you are talking about this weakness. There 
is a weakness, of course. 

Mr. Miuuis. What you are saying is that the salary fixed for a 
certain grade by law may well be adequate in a certain area of the 
country to obtain top-grade personnel, but due to the factors that 
exist in the other areas, the minimum or maximum salary determined 
for that scale may not be sufficient to get for you the same top-level 
applicants and personnel which you need? 

r. Harrineton. That is correct, sir. 

In section 2, beginning on page 7, entitled “Certain Morale Fac- 

tors,” there is discussion of the internal audit functions of the Inspec- 
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tion Service. I would like to refer, as a preamble to what I am going 
to talk about, to the second full paragraph on page 8, where the report 
says: 

It is at least desirable today, from a perspective of 5 years, in a much different 
atmosphere, to suggest that there should be reviewed and reconsidered the 
necessity for and desirability of an internal audit operation by the same organiza- 
tion charged with enforcing interna! security. 

There may be a misunderstanding on that. When they say the 
same organization, it could be interpreted to mean, and it may be 
that the Advisory Committee had the idea that the same staff of 
people were conducting the internal-security investigations as were 
conducting the internal-audit operations. If that was their concep- 
tion, then of course their comment is perfectly understandable and 
sound, but that is not the case. It is true that the internal-audit 
operation and the internal-security operation are in the same branch, 
the Inspection Service, but they are two entirely separate Divisions, 
manned by entirely separate staffs, and each one is headed by an 
expert in his particular field. 

he Internal Security Division, for example, which has the re- 
sponsibility for conducting personnel investigations of misconduct, 
and so on, is made up of trained investigators, some of them former 
FBI agents. The Internal Audit Division, on the other hand, is made 
up of auditors, men who are skilled in the technique of auditing. 
Many of them are C. P. A’s. They don’t work together as a unit: 
They work separately. There is no overlapping between the two as 
to their functions. 

The Advisory Committee indicates in the next two paragraphs that 
they object to the internal audit having as part of its functions review- 
ing and evaluating policies, practices, and procedures at all organ- 
izational levels, because, they. say, it— 
is bound to have, and we believe it has had, an adverse effect on employee morale 
and willingness to take the responsibility for decisions, 

Then they go on to suggest that we don’t need that type of exam- 
ination because, they say, considering that basically the technical 
employees of the Service are engaged in difficult and important inter- 
pretation of laws, regulations, and rulings, that the normal reviewing 
—— of the Service should be sufficient to assure us of proper 
control. 

We would take exception to that for the reason that the review of 
technical work cannot in any organization take the place of an audi- 
tor. That is like saying, for example, Mr. Chairman, that it is not 
necessary to have an audit every year of a banking organization 
because of the review procedures that are employed internally where 
the work of the tellers, and so forth, is checked by reviewers from 
time to time. We feel and I feel very strongly that the internal- 
audit function of the Service which is available to the Commissioner 
is sound. I think the Commissioner needs it. it is his direct arm 
to assure himself that the operations in the field are being conducted 
in accordance with the Service’s policies and that the procedures are 
sound. 

The only way I know for him to get that assurance is to have an 
internal audit such as these men make. I have read their reports. 
A great deal of the information which we have had from time to time 
which has resulted in changing situations that were not particularly 
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desirable has come to us in the form of information which has been 
developed as a result of their audits. 

All through this report there is an implication that the Inspection 
Service is second-guessing people, is reopening cases, and in generab 
is responsible for what they say is low morale. We of course don’t 
think the morale is as bad as some people do. So I would like to dwell 
on that for a moment, if I may. 

The functions of the internal-audit group, the auditors, is to make 
an audit of the district offices, of the fiscal transactions, the controls, 
the procedures employed, to satisfy themselves and the Commissioner 
that the office is soundly managed from the standpoint of its day-to- 
day operations. They do review case files, but they do it as auditors, 
and they review case files in the Collection Division as they do in the 
Intelligence Division and all the divisions. They do that as part of 
their program. They do it for the purpose of determining that the 
procedures indicated in the papers they find in those files of specific 
cases are sound and complete and that the reviewer has enough 
information when he reviews the case so that he can make a sound 
decision. They do not and have no authority to look into cases on 
their merits or to reopen cases or to insist that cases be reopened. 
They have no such authority. If they are doing it, they are doing 
it without the knowledge of the Commissioner and the Assistant 
Commissioner for Inspection who has supervision over this internal 
audit function. 

It is possible that there have been cases where internal auditors 
have found that case files were not complete, in their opinion, because 
the record was not completely set forth or memorandums: perhaps 
were not quite as complete as they thought they should be. Where 
those instances have been called to the attention of the district 
director he on his own initiative has caused the cases to be reopened. 
That would be as a result of the work of the internal Audit Division, 
but that Division itself has no authority to reopen a case. All through 
here it is indicated that they do reopen cases. They don’t, not to my 
knowledge nor the knowledge of Mr. Trainor, who is here and can 
report on it. 

Mr. Mixus. What you are saying is that it is the policy of the 
Service that cases are not to be reopened by this group, that if there 
are cases that are being reopened by the Internal Audit Division such 
action is contrary to the policy of the Service? 

Mr. Harrineton. Yes, sir. 

Mr. Mitts. These men on this advisory group, were unanimous in 
their finding that there had been cases reopened in this manner which 
you say is contrary to the policy of the Service. There seems to he no 
difference of opinion among them. Each of them seems to have had 
in mind, though tbey did not set it forth, a case which demonstrated 
their thought within their own experience or their own practice. 
What is the solution to the problem that they think exists, if it does 
exist, of cases being reopened in this manner contrary to the policy of 
the Service? Should it not be the responsibility of the director of the 
district office, who is the supervisor of the individual whose decision or 
work is in question to protect employees so as to safeguard them against 
any such practices contrary to the general policy of the Service? 
Should not the director stand between the person hanes work is being 
questioned and the Inspection Service? 
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Mr. Harrineton. Yes; that is entirely correct, Mr. Mills. I 
think we are accomplishing that, because when an audit is completed 
in a district office it is the practice for the internal-audit men to sit 
down with the director and review with him their findings. In many 
cases, maybe in all cases—I am not sure about that—the representative 
of the regional commissioner will sit in on these discussions. So at 
that time the district director has the opportunity to question or 
challenge any finding that the internal-audit group have made. 
Then when the reports are issued the district director gets a copy of 
the report and so does the regional commissioner. Copies come in 
here for review. So we do have the district director brought into the 
picture. He is told everything that they have found. 

I would like to make this point, if 1 may, Mr. Mills: The Reor- 
pie Act of 1952 was actually put into effect some time in 1953, 

think it was, so the Service as it is now constituted is about 4 years 
old. So it is a young organization. The executives have not had the 
training that hep would have had in an older organization. The 
Service had to develop the Inspection Branch which had not existed 
before. This inspection group is only 4 years old, and it is conceiv- 
able, we will admit, that perhaps in the organizational stages of the 
Inspection Service some of our men may have been overzealous. They 
may have exercised or tried to exercise more authority than they pos- 
sess. We had to shake that down and we are shaking it down now. 
We are getting a better trained group of people who have had more 
experience. ‘They are under a most capable admimistrator in Mr. 
Trainor. That situation is presently leveling itself off. 

I think the solution is one of education, education of the internal- 
audit group as to what they are supposed to do, what they are expected 
to do, their responsibilities, and the limits on those responsibilities, and 
education of our people in the district offices as to just what these 
people are in there for so that they are not going to wilt every time 
they see them coming. 

Incidentally, the audits are made once a year. So these people 
don’t have the internal-audit men on them ali the time. They have 
them just once a year and sometimes it goes a little bit more than a 
year. We have other investigations going on in the Service all the 
time, and the total of these may cause the employees to feel that they 
are being overinvestigated. 

For example, Civil Service goes in and makes checks. Regional 
analysts go in and make reviews, and so on. We have had groups 
coming in and out all the time as a result of the Government manage- 
ment setup. That is inevitable. 

I went all over the United States last year. I visited every regional 
office and some of the district offices. I got the same complaint. 
The Advisory Committee is just reporting what has been told to them. 
It was told to me when I went out there as a new Commissioner. It 
disturbed me very much. 

I came back here and I talked to our people about it. I thought 
about it. I finally came to the conclusion that our policy was sound 
and that it was just a matter of making it work the way it was sup- 
posed to work. That is what we are working on now, Mr. Chairman. 
We do not think that the Inspection Service or Internal Audit 
Division is responsible or is going to be responsible in the future for 
any decrease in the morale or effectiveness of the Service. I have 
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talked to Mr. Trainor about it and he has assured me that in all cases 
now the men who go in to audit the district offices get the people 
together in the district office and explain to them why they’are there. 
If the people understand what is going on and why it is going on, they 
have less apprehension than if somebody comes in and ‘they don’t 
know what they are doing. 

Mr. Mitts. Mr. Harrington, for the purpose of the minutes of this 
meeting briefly recall the reasons why the Inspection Service came into 
existence. Mr. Kean of course was a member of the old Kean sub- 
committee and of its predecessor the King subcommittee; and Mr. 
O’Brien was also a member of those subcommittees. They made 
certain investigations of certain practices utilized by, a few of the 
employees of the Service and following that investigation it was 
thought by the Congress that the Service being as sensitive as it is 
and collecting more money than any other organization in the world 
or any organization ever collected, should be policed to some extent, 
that the individuals who were making decisions with respect to tax 
matters should have a little more supervision perhaps than other 
Federal employees not in such a sensitive position. So it was thought 
that an Inspection Service for Internal Security was needed. 

Where along the line did the idea develop that the same organiza- 
tion would be called upon also to do internal auditing, and why? 

Mr. Harriveron. Maybe Mr. Delk can answer that. I don’t 
know, really. Perhaps Mr. Delk would be familiar with that. 

Mr. Dex. Mr. Chairman, if my memory serves me correctly, in 
the reorganization plan for the Revenue Service forwarded to the 
Congress in 1952 there was provided that there would be established 
an inspection service into which would be placed the responsibility for 
employee conduct investigations, and the responsibility for making 
audits of our offices at periodic times to assure compliance with the 
policies and procedures, and to assure adequate control and effective 
management. 

That, I believe, was the first of the recorded moves in that direction. 

At this point, if 1 wander a bit, Mr. Winkle has a recollection of 
this period, too, and he can correct me if I am wrong. 

Prior to that time, however, there were in the Service what were 
practically internal audit operations in regard to certain of the activ- 
ities. For illustration, the collector’s offices were under periodic audit 
by the supervisors of accounts and collections, an independent organ- 
ization reporting to the national office. So when the Inspection 
Service was formed, into the Inspection Service was transferred the 
personnel investigative functions of the former Intelligence Division, 
and the internal audit activities of the Accounts and Collections 
Division of the national office. 

Then, in pursuance of the reorganization plan, and of certain find- 
ings that had been made both by the congressional committees and 
administratively, that the internal audit should encompass all activ- 
ities, the function was broadened to cover all field activities. 

It began with the reorganization then, although part of it goes 
back for many, many years prior to that in certain of the activities 
in the office. 

Mr. Mitts. Mr. Delk, then the Reorganization Act itself provided 
for the consolidation, within one organization, of what had been two 
separate organizations prior to reorganization? One was the Intelli- 
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gence Service which prior to reorganization performed somewhat 
similar services to that now performed by the internal security group? 

Mr. Dex. That is correct. 

Mr. Miuus. The other was the internal audit group which now, as 
a part of the Inspection Service, performs the same function that it 
performed when it was a separate auditing organization. Is that 
correct? 

Mr. Deux. Substantially, except that the former internal audit 
organization covered only financial verification, by and large. To a 
certain extent it did cover general adherence to policies and procedures 
prescribed by the national office, but only in the collection area. 

Mr. Mitus. What I am getting at is this, Mr. Delk 

Mr. De xx. In other words, the present one is a broader audit than 
the previous one. 

Mr. Minus. That is the very point I wanted to make. There is 
more done with respect to internal audit at the present time under 
the reorganization than was done previous to reorganization by 
the old internal auditing organization of the Bureau. 

Mr. Dex. That is correct, sir. 

Mr. Miuuts. What was the reason, what was the thinking, what 
was the necessity for the broadening of the Audit Authority of the old 

roup in connection with the new setup under the reorganization? 

id it have something to do with the ideas that were developed as 
a result of these investigations previously alluded to; was it perhaps 
that in the auditing of the work done in the field we might have more 
of an opportunity to police individual acts in connection with internal 
security. 

Mr. De tx. I was not there at that time. I can only speak of my 
impression from reading the record on it. Mr. Winkle, could you 
comment on that as to the internal thinking at the time? 

Mr. Winkte. I think the situation was this, Mr. Chairman: Even 
prior to the initiation of the King and later the Kean committee 
investigations there had been a feeling in the Service that the same 
type of internal audit activity that had been going on for a good 
many years in the collection area should be extended to other areas, 
and the nucleus of such a group at that time was formed in what 
was then known as the Income Tax Unit, which was the chief returns 
auditing organization of the Service. The nucleus of such a group, 
if my memory serves me correctly, was also formed in some of the 
other organizational segments of the Service. They had not quite 
gotten off the ground, when the impact of the disclosures of the King 
committee and the Kean committee hit the Service, and in my per- 
sonal judgment it was at least in great part the disclosures in the 
1951 and 1952 era that prompted a decision to bring together all of 
the inspection activities of the Service, whether they had to do with 

ersonnel activity, which at that time was handled by the Intelligence 
nit, or whether they had to do with what is now known as internal 
audit activity. 

There was, if my memory also serves me rightly, some reservation 
on the part of Mr. Dewind, who at that time was counsel for the 
King committee, as to whether it was wise to join the internal audit 
with the so-called internal security aspects. 

Mr. Mus. Will you suspend for a moment. 

(Off the record.) 
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Mr. Miuus. Mr. Cooper is a member of this subcommittee and we 
are glad to have him with us this morning. These gentlemen are 
discussing the report of the advisory group on administration and 
enforcement with us. Mr. Winkle was in the process of reviving our 
recollection as to why the old internal audit group. was consolidated 
in the Inspection Service under the reorganization with what is known 
as intern al security, the successor to the old intelligence service. 

Mr. Winxue. Mr. Mills, in response to your question as to why 
they were joined, I think probably the feeling at the time was, rightly 
or wrongly, that they did have a common denominator in that they 
both were supervisory functions, both were intended to insure the 
honest and efficient operation of ‘the Service. As I said a moment 
ago, however, I think the record of one of the hearings will show that 
there was some reservation, at least on the part of counsel for the 
a committee at the time, as to whether that was the wise thing 
to do. 

Mr. Miuus. Mr. Winkle, I think the point that I had in my mind 
has been brought out by your statement. What I had in my mind is 
this, Mr. Harrington: That initially, in the establishment of the 
Inspection Service, the thought must have existed not only to police 
the work of the individual employee by the internal security group, 
but by internal audit as well. If that was the original concept and if 
that is the reason back of the consolidation of the two groups into the 
one organization, then I think we have the problem posed of whether 
or not in the 4 years of consolidation we have obtained enough infor- 
mation to decide whether it is wise to continue the two in the same 
organization, taking into consideration the fact that there may be 
some diminution of, morale on the part of employees as a result of 
consolidation. 

I am still impressed with the statement that the advisory group 
makes. Whether justified or not, it is worthy of consideration. 

As stated on page 9 of the report: 

When, however, the control techniques become of such a character that the 
employee becomes increasingly conscious of their existence, it becomes increas- 
ingly difficult to retain many able employees who can easily find posts having a 
happier working atmosphere. 

You understand, I am not finding fault with what you people have 
done. I am questioning whether or not we have obtained enough 
information to now say that the present setup should be continued or 
to say that the factors that necessarily result from consolidation out- 
weigh the advantages of leaving the two functions to be continued 
together in the same organization. 

That to me is the crux of the whole thing. 

Mr. Harrineoton. That is right, but I think, Mr. Mills, we should 
consider that while those 2 groups are in the same organization in 
that they are administered by 1 top official, they are separate organi- 
zations functioning in 2 distinctly separate fields with 2 distinctly 
different types of employees. They are in the same organizational 
setup under one man, it is true. 

Mr. Mitts. But, Mr. Harrington, the thing I am talking about is 
not so much on that point as the fact that we must now face up to 
the issue of determining whether we want internal audit to render 
the degree of policing that it may have been originally conceived to 
do in the reorganization. First of all, we must decide whether or 
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not that degree of policing should continue; second, whether or not 
the two functions should continue within the same organization, and 
also third, the effect that a continuation of the present situation will 
have upon personnel. 

Does the present organization actually lead to concern on the part 
of an employce that he stay in the employment of the Service? Is it 
conducive to the retention of the employee who is honorable, the one 
you want, top-flight, or is it conducive to his leaving for some other 
employment? 

Mr. Harrineton. Those are very important considerations, Mr. 
Mills, and they have given me much cause for thought in the time 
that I have been in the Service. 

In answer to your first point, I feel very definitely that there should 
be a system of internal audit of the various district offices of the 
Service. Whether its scope is as it now exists or whether it should 
be changed is something we can study, but in every large commercial 
organization that I know anything about they have a system of in- 
ternal audit. They have men who go out from the home office to 
audit the various branches and subsidiaries. They feel that is a 
necessary protection to the headquarters people to know that the 
policies of the home office are being carried out properly and that the 
work in the various divisions is being efficiently performed in the best 
interests of the corporation. 

So I think it is necessary that we have some type of internal audit. 
Whether this is it or not will require further study. 

Mr. Mrius. Let me make it clear that I would not want any one to 
draw any conclusion from what I have said that I have any idea as to 
whether or not this type internal audit is the type we need, but I 
would want to make it equally clear that I agree with your thought 
that some type of internal audit is necessary within the Service. I 
would not know how you could determine that the policies of the De- 
partment were being carried out unless you check with respect to the 
application of policies in different areas. 

he only question is whether or not internal audit does exist for 
the dual purpose that is alleged and if so whether or not it should be 
continued for that dual purpose: First, determining whether policy 
is being carried out and, second, as a method of policing the honesty 
and integrity of employees in the application of policy and law. 

Mr. Harrincron. I think we are still confused on that. Internal 
audit does not police the integrity of the employees. That is internal 
security. 

Mr. Muus. That is what I was getting at earlier, and I thought we 
had developed the thought that perhaps initially the two were con- 
solidated because internal audit might also afford a method of deter- 
— whether or not there had been honesty in the application of 

olicy. 
: Mr. Kean. May I ask a question, Mr. Mills? 

I don’t quite get this. You say that these groups are under the 
same head but are different; that is, do I understand that the Inspec- 
tion Service people when they go out in the field that you have differ- 
ent people who will do the internal audit and another group who are 
looking at the integrity of the employee. Is that right? 

Mr. Harrineton. That is correct. 

Mr. Kean. So they are two different people. 
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Mr. Mitts. Yes; I understand, Mr. Kean, that the man who checks 
an Sten security is not the same individual who checks as: to. 
auditing. 

Mr. Kean, What does it matter if they call him a member of the 
Inspection Service? If you didn’t divide it, it is just another name. 

Mr. Miuuis. What I am getting to is whether, contrary to Mr. 
Harrington’s intention, internal audit is being used not for the purpose 
only of determining whether the policy of the Service is being carried 
out but also for the purpose of policing the integrity and the honesty 
of the individual. Mr, Harrington says that, as a matter of fact, 
they do not want him to be so used. It seems to me that underlying 
oe of the advisory group is the thought that it is being so 
used. 

Mr. Harrineton. That might appear from the comments I have 
made; yes; and that I think is the impression that is in the minds of 
some of the people in the field. As 1 pointed out a little while ago, 
it actually has been in operation only about 4 years and it is conceiv- 
able that during that 4 years we may have had some instances where 
men were overzealous and perhaps they did go beyond the bounds of 
their authority. We are gradually seen tee those things out by 
better organization, better training of our people, better understanding. 

I don’t feel quite so apprehensive about it as this committee does. 
I think it calls for study. We are studying it. In fact, I have been 
studying it, as my associates here well know; I have raised the question 
a number of times. I have convinced myself by my inquiries that we 
are on the right track and that any errors of omission or commission 
that we have made in the past are being resolved by a better under- 
standing on the part of our people under Mr. Trainor and now our 
problem is to educate the people in the field as to what these people 
are doing so they won’t be apprehensive when these people come in to 
make an audit. 

Mr. Mitts. Let’s see what would happen im this situation. A man 
from Internal Audit goes to examine a district office. He spot checks 
and finds, in his opinion, that the policy of the Service with respect 
to settlements is not being carried out in a particular case. The 
settlement is lower than he thinks the policy of the Bureau requires. 

Mr. Harrineton. He has no authority to go into that, sir. 

Mr. Mitxs. What is he looking for, then? 

Mr. Harrineton. He is looking to see that the papers, the report 
itself, the report prepared by the revenue agent and by the reviewers, 
conforms to our procedures and policies as to the type of information 
to be submitted. 

In other words, when an agent makes an examination he has to 
write a report. Then there may be an informal conference and a 
memorandum is made on it. If Intelligence has been consulted for 
possible fraud, there is a comment on that. He is looking to see that 
those papers are in order. 

Mr. Mitts. In what way, Mr. Harrington? 

Mr. Harrineton. That they are there; that the informal confer- 
ence report, for example, is adequate, If there has been an informal 
conference and ne report is made he wants to know why those papers 
aren't in there. -He is just seeking to see that. we have supporting 
evidence. He does not look ‘at the merits of the case. 

Mr. Miuts. But he does look to see whether or not there is sufficient 
facts to support the decision in the settlement, doesn’t he? 
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Mr. Harrinetron. Only to the extent that those facts are repre- 
sented in the documents that he observes. He does not have the 
authority to go into whether those facts are accurate or not. 

Mr.’ Miuts. Now he finds in this particular case X that the facts in 
his opinion do not support the finding, that is, the decision and the 
settlement. Does he report his findings to internal security? 

Mr. Harrineron. No; he would report that to the district director. 

Mr. Miuus. What does the district director do then? 

Mr. Harrineton. The district director inquires of his audit people 
why the case was handled in that particular way. 

Mr. Mruts. Who would he send out to make the investigation? 

Mr. Harrineron. The district director? 

Mr. Minus. Yes. Whom would he call upon? 

Mr. Harrrneron. He would call upon the Chief of his Audit 
Division. 

Mr. Miuts. What if the Audit Chief decides that the internal 
audit man is right; what happens then? 

Mr. Harrineron. Then he makes an investigation to find out 
what 

Mr. Miiits. Who makes the investigation? 

Mr. Harrineron. Whoever is designated by the Audit Chief. 

Mr. Mruxs. Would that not be somebody from internal security? 

Mr. Harrineton. Oh, no. It would be right in the district office. 
The internal audit is through as soon as they make their report to 
the district director. Then it is his responsibility to follow through 
and take action. He has absolute authority to take what action he 
thinks is necessary. 

Mr. Mitts. But what I am getting at now is this: In the course of 
subsequent investigations isn’t there some degree of the same element 
of policing present in the investigation to determine why the employee 
reached the conclusion when the facts didn’t justify it? Wouldn’t one 
of the things be to determine whether or not he did it as a result of 
pressure, whether or not he did it as a result of a bribe or something 
else? Isn’t that an internal security function? 

Mr. Harrineron. Do you want to take it up from here? Mr. 
Trainor is Assistant Commissioner in charge of' Inspection and he 
has both of these divisions under his administrative control. 

Mr. Trainor. Mr. Chairman, I am not familiar with any situation 
that would quite meet the point that vou deseribe.. Most of the types 
of findings that our people come up with in making audits, going 
through case files, might be the lack of sufficient information to make 
a proper review. Another thing I have in mind is the requirement 
that an audit be made of the officer’s return of a closely held corpora- 
tion. It is procedural matters that our people observe. They are 
not looking for matters that internal security would be investigating. 

Of course there are cases where our people discover missing receipt 
forms or something of that kind. Those cases would be referred to 
internal security for complete investigation. 

Mr. Miuus. Mr. Trainor, my point is this: You have both groups 
under you. You are the head of both. 

Mr. Tratnor. Both divisions. There are two separate divisions. 

Mr. Mitzs. But you are the head of the organization. You are 
the Assistant Commissioner in charge of the Inspection Service. 

Mr. Tratnor. That is right. 
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Mr. Mitts. As you have observed the operation of these two 
separate units, does internal audit perform a policing function as well 
as internal security? 

Mr. Tratnor. No, sir. The procedures that we follow are similar 
to those followed in many agencies of the Government. They are 
followed in most large businesses. It is not a police function. If 
we run across something that requires investigation, it is referred over 
to the other division. The purpose of the internal audit, as the 
Commissioner described, is to provide him with the information he 
needs to know. . A second purpose and just as important is to provide 
the same information to all levels of management. 

Mr. Harrington has pointed out to you that our reports are rendered 
to the district director, to regional commissioners, to the Assistant 
Commissioner—Operations. Any followup that is made as a result 
of our audit findings is done in the line of operations, not by us. 

Mr. Mitts. Mr. Trainor, as I conceive the operation of your section. 
of the Service, I can well understand that internal audit might accord 
you a means of determining not only that policy is being carried out 
but whether the policy is being honestly carried out by the individual 
as well. If there is no policing function, as I conceive there would be 
in an internal audit, what is the justification for continuing internal 
audit in the same operational setup and under the same person as 
internal security? 

Mr. Trartnor. As an example, Mr. Chairman, the Internal Audit 
may find a shortage of cash or a shortage of receipts. The matter is 
then referred over to Internal Security for investigation. That can 
work the other way, too. The investigators may find that a certain 
act has been committed. In that case they report over to Internal 
Audit and Internal Audit will review the procedures to be sure that 
there hasn’t been a breaking down of the controls, accounting controls 
perhaps, or some other type of control. 

In that way they complement one another. I think in the last year 
we have had 48 instances where internal auditors have come across a 
security matter; that is, where the employee has actually com- 
mitted some apparent wrongdoing. ‘Then the case is referred over to 
Internal Security. Usually it is an embezzlement case or some indica- 
tion in the record of a wrongful act by the employee such as improper 
relationships with an outsider. 

The Cuarrman. Let me ask a question for information: Who 
decides whether the man has paid the right amount of tax or not? 

Mr. Tratnor. That would be decided by the Directors Office. Of 
course if the assessment wasn’t properly put on the books the internal 
auditor would take that up when he was making his test. Accountin 
for the money of course is done by the operations people. Our interna. 
auditors make certain tests to be sure that the money gets on the 
books and that any balance remaining is properly disposed of. 

The CHarrMan. Isn’t the objective of an audit to determine whether 
a man has paid the right amount of tax or not? 

Mr. Trarnor. I think it could be put that way. 

Mr. Harrineton. I would like to clarify that. Tax audit work 
comes under the branch of which Mr. Stowe is the Administrator, the 
Operations Organization. 

The amount of tax is determined by the district director and his 
staff. It is determined by the audit people as a result of the audits 
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made by revenue agents, and by the conferences that are held in the 
office. They determine the amount of tax. The internal audit people 
have nothing to do with that whatsoever. 

The Cuarrman. What is the purpose of an audit? 

Mr. Harrriveron. The purpose of an internal audit is to see that 
the fiseal controls are in mae er, that the paperwork and procedures and 
policies involved are correctly carried out, that the paper record is 
adequate, that the files indicate that all of the information necessary 
is there, the internal audit does not determine whether a tax settlement 
is proper or not. ‘That issomebody else’s responsibility. 

Some of the things which they look into which are very valuable 
to us in the collection area and in the intelligence area are: How long 
have these eases been worked? Do we have any overage cases here? 
Among the intelligence cases: do we have any cases that look as if too 
much time has been spent upon them? If shir see a case which they 
think is over age, say a year or 2 years old, with the statute of limita- 
tions running on a fraud case at a certain time in the future perhaps 
not too far away, they will call that to the attention of the district 
director and ask him if that case is being properly handled. That is 
one of the things they look into. 

In a large office the director can’t know all of those things. He has 
to rely on his assistants. The internal audit group merely supple- 
ments them and gives him that informatuion. The same thing is true 
in the collection area. They look into whether or not our collections 
of delinquent accounts are being adequately followed up so we are not 
taking the risk of having the statute of limitations run before we are 
able to make the collection. 

The CHarrmMan. What I am talking about is who checks to see 
whether a settlement is right and that the taxpayer has paid the right 
amount of tax. 

Mr. Harrineton. That is the basic responsibility of the district 
director. He relies largely on the review staff in his office. After 
the revenue agent has made his report, it is reviewed by the review 
staff, which also checks his reasoning as to the amount of the tax. 
Then in the regional office we have the regional analysts who make a 
postaudit review of selected cases after they are closed by the district 
office, in order to determine whether the policies have been followed 
and the audit procedures have been adequate, whether there have 
been any serious errors of law or fact involved. Thai is the way it 
works. The determination of the tax lies initially in the hands of the 
district director. 

Mr. Minus. That would be under Mr. Stowe’s operation? 

Mr. Harrineton. Yes. 

Mr. Mitts. What I am thinking about, Mr. Harrington, getting 
down to cases, is that we had a settlement made in Chicago of an 
assessment in the American Distilling Co. case which was certainly 
contrary in policy to a General Counsel memorandum. If a situation 
like that should come up, would internal audit under Mr. Trainor as 
well as the operational review under Mr. Stowe be concerned with a 
determination with respect to that settlement, first by Mr. Trainor 
whether or not the policy of the Service had been carried out, second 
by Mr. Stowe whether or not the settlement was adequate? 

Mr. Harrinetron. Do you want to take that, Mr. Trainor? 
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Mr. Trainor. As far as internal audit is concerned, Mr. Chairman, 
I would say no. Our people are not qualified to get into the settle- 
ment area and I don’t permit them to do it. 

Mr. Mius. But, Mr. Trainor, this is a settlement made contrary 
to the policy of the Service and not only of the Service but of the 
Treasury. If internal audit is to serve any function, you say it is to 
decide whether or not the individual making a decision in the field is 
carrying out the policies of the Service. 

Mr. Pi abinavert I think you are talking about technical policy 
there. Mr. Stowe perhaps should answer that. 

Mr. Mixts. Is it technical as distinguished from procedural? 

Mr. Harrineton. That is right. ere is a distinction between 
the technical aspects and the procedural aspects of the work. 

Mr. Miuus. So internal audit would be concerned only with 
procedural policy? 

Mr. Harrineton. That is right, seeing that the procedures had 
been properly carried out. As far as the merit of the decision is 
concerned, they would have no right to question it at all. That 
would come in the district director’s office, or in the appellate division, 
or in the regional counsel’s office. 

Mr. Miuuis. What concerns me is the statement that you people 
supplied to the advisory group. Beginning at the bottom of page 7 
they refer to the two functions of the Inspection Service as described 
by the Service as follows: 

(a) Internal security.—Investigating wrongful conduct of Service employees. 

(b) Internal audit.—Internal audit is a factfinding group. Its function is to 
carry on a systematic verification of the accounts and financial transactions and 
a review and evaluation of policies, practices, and procedures at all organizational 
levels. Internal audit in connection with its review and evaluation of policies, 
practices, and procedures, does review case files. The review of case files is 
nothing more than a means of determining that policies, practices, and procedures 


are effective, continue to serve their intended purpose and are being properly 
interpreted and consistently applied. 


That is more than procedural. 


Internal audit is a widely utilized management control device throughout both 
Government and private industry. In the Revenue Service, with so many of 
its employees dealing with the public in work that involves large elements of 
trust and discretion, the need for an independent review is obvious. 

We may agree with everything said there, but to me that indicates 
much more than just procedural review. 

Mr. Harrinctron. Do you want to comment on that, Mr. Trainor? 

Mr. Tratnor. I can only state, Mr. Chairman, that I think the 
wording about case review is intended to qualify the statement to 
preclude our going into the technical areas as far as second guessing 
the technical determinations. It is generally acceptable in private 
industry that internal auditors, those who have as broad scope as we 
do stay out of areas for which they are not qualified. If these are 
highly technical areas where we don’t feel that we are qualified, we 
don’t review policies. 

Mr. Mitts. I don’t agree, Mr. Trainor, that when you have a 
ruling that is clear and explicit as the one in question, that it is so 
technical that anybody qualified to be an auditor could not tell whether 
or not the policy set forth in that General Counsel ruling as it applied 
to this case was being carried out or not. 
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Mr. Trarnor. I am not familiar with this particular case. 

Mr. Mitts. I know you are not, but I just mention that as an 
example of how this might operate. 

Mr. Tratnor. I think in the ordinary case it would require consider- 
able technical ability and legal experience to be able to make such a 
determination. 

Mr. Mitts. The ruling was as to that specific case. This is a 
policy, not of the Service itself, but of the Treasury, and that policy 
was not carried out in the settlement. 

Mr. Tratnor. If our auditor happened to look at that settlement 
and he was able to see that, he would report it to management. He 
would not report it over to internal security. The followthrough pro- 
cedure would probably take care of it. 

Mr. Miuus. Mr. Delk, you had something. 

Mr. Deux. I think we are confusing the committee in this respect: 
What is the objective here? The objective, during the course of the 
normal internal-audit work, is to see in reviewing a case file whether 
that case has followed the routine of review and examination required 
by the line officials who are responsible for technically determining 
the liability in the case. For example, did it require independent 
review, and did it receive that independent review? Internal audi- 
tors check that. If, in selecting and spot checking a certain number of 
cases, they happen to see a case which to them—as ordinary individ- 
uals, not technicians—just doesn’t seem to fit or to add up, they are 
required to report that to the supervisory people, who are responsible 
for technically controlling the case and for making a technical determi- 
nation to see if the case should have come out the way it did. 

This assignment of responsibility to internal auditors is so that they 
will not just pass over that kind of thing and leave it there. It is to 
insure that if they should see anything that does not ring true to their 
judgment, as auditors, but not as technically trained men competent 
to make settlements, they are charged with calling that to the super- 
visor’s attention so that he may see if that case should have come out 
the way if did. If the supervisory officials make that decision, it is 
final. Internal audit has no further responsibility other than calling 
it to the attention of the proper authority to determine that the 
technical result was proper. 

In regard to the case you were referring to a moment ago, it is per- 
fectly possible that internal audit, in spotchecking of the procedures 
of the office, would have seen that case and said, “Well, why did you 
make a settlement here when it appears to be contrary to this policy?” 
If they don’t get an offhand ready answer, then it is referred to the 
proper supervisory people so they may review it. Their decision, 
that is, the decision of the supervisory people in the line who are 
equipped to make the technical determination, is final. This is a 
safeguard, since internal audit is responsible directly to the Commis- 
sioner, that if any of his representatives see a matter which on the face 
of it, does not seem to be in order, they promptly call it to the atten- 
tion of those who have responsibility for seeing that it is in order. 

It is under the responsibility of those line officials that any further 
action may be taken, such as another review made of the case. Some- 
times such a review is equal to a reopening, because the examination 
did not develop sufficient facts to really determine that the case was 
properly explored. In some cases, such findings have resulted in re- 
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openings but these are by the people who originally had the responsi- 
bility for properly handling that case, not by the internal auditors. 

Mr. Miuus. Mr. Delk, as I follow you, i get the impression that 
internal audit may well serve a policing function. 

Mr. De x. I think, sir, you could call it that. 

Mr. Mitts. It is for that reason that it was initially put in the 
area that performs a policing function, both as to carrying out of the 
policy and as to the conduct of the individual. If they do serve a 
policing function it is well and good that they be together, but in my 
opinion it should not be the part of any one within the Bureau to say 
that internal audit does not perform a policing function if in fact it 1s 
performing even in rare instances a policing function. 

Mr. De x. I think that is true in general, sir. 

Mr. Mitts. If internal audit does perform a policing function, the 
group on the Advisory Committee are answered as to why the two 
are together. If it does not perform a policing function, then you 
can well understand the concern that they have that the two be 
together. 

Mr. De kx. I think, in principle, the objective is that the Commis- 
sioner have an unbroken chain of reporting directly to him from the 
lowest level of field activity that will assure him things are in order 
and are being carried out according to his policies. The only two 
things that are so handled, are put under common management at 
the level of an Assistant Commissioner and reporting directly to him. 

Mr. Mitts. Mr. Harrington, do you have a further statement? 

Mr. Harrineton. I think, Mr. Mills, as to whether this is a policing 
function, that it is policing in its broadest sense. I think that if this 
is a policing function, then every audit made by an independent 
public accountant such as I was for 35 years, investigations and 
audits of large corporations, or every internal audit made by the 
internal audit group of a large corporation is a policing function. 

If you look upon it as broad as that, then perhaps we can say it is 
a policing function. I would not argue that particular point. 

Mr. Mitts. I would assume that it is in that respect that Mr. Delk 
was ve of it. It was certainly in that respect that I was think- 
ing of it. 

Now let me ask you this, Mr. Harrington: How much supervision, 
aside from that which is under the management of the Inspection 
Service, over the employees actually exists within the Service? The 
Director himself of a region is primarily responsible under the reor- 

anization for the administration and enforcement of the revenue 
aws within his area, and he is responsible for the operation of those 
under him. He must exercise some degree of supervision over each 
and every employee under him. Does he have some setup for making 
periodic checks to determine the honesty and the performance of the 
employee? : 
: a HarrineTon. You are referring to the regional commissioner, 

take it. 

Mr. Mitts. No, I am talking about the district director now. 

Mr. Harrineton. The district director is an operating official. He 
is a field line official. He has an organizaton of various divisions. 
He has an Audit Division, a Collection Division, an Intelligence Divi- 
sion. ‘Those divisions are headed by competent people. The super- 
vision that he would exercise over those activities is that which any 
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manager would exercise where he has a staff. Contacting them direct- 
ly and knowing what they were doing would be the extent of his super- 
vision. It would be by personal observation and the reports he gets as 
to their progress. It would be impossible for the district director in 
even a medium-sized office to know all of the details that were going on 
in his office. Some offices have 2,000 employees. It is the small 
office that has as low as 500 or 600 employees. 

Mr. Mitts. But he has within his office, has he not, some few people 
who perform some degree of supervisory work over other employees to 
determine whether the performance is proper, honesty exists, and so on 

Mr. Harrineton. He has a review staff in his Audit Division. 
He has a review organization in his Intelligence Division. He has 
supervisors in his Collection Division who exercise that function. 

Mr. Mitts. You have the regional office on top of that. 

Mr. Harrineton. That is correct. 

Mr. Mitts. It is out of the regional office, I believe, that your in- 
ternal security and your internal audit groups operate? 

Mr. Harrineton. They operate separately from Washington. 

Mr. Mitts. I know that. 

Mr. Harrineton. We put them in regional headquarters cities for 
convenience. 

Mr. Mitts. Does the Regional Director have any other group, be- 
sides those residing around him in office space, who have anything 
to do with the work in the field, on honesty and carrying out of policies? 

Mr. Harrineton. Oh, yes. He has Assistant Regional Commis- 
sioners for audit, collections, intelligence, appellate, alcohol, and 
tobacco tax work. 

Mr. Mitts. Intelligence? 

Mr. Harrineton. Yes. 

Mr. Mrius. Then, at this point all of these that we have mentioned 
have the function of seeing whether or not employees in the field in 
the district offices are properly performing their jobs, being honest, 
and making proper applications of the law? 

Mr. Harrineton. | am not so sure that I would agree that they 
have the responsibility for seeing that they are honest from the stand- 
—_ of investigating or auditing their particular detailed activities. 

hey have the responsibility for seeing that the division with which 
they are associated is operating efficiently. 

Mr. Mitts. Some time or other, Mr. Harrington, regardless of 
what their purpose is, they are in contact with some of the people 
who work in the district office and are checking on them? 

Mr. Harrreron. That is right. 

Mr. Miuts. That is the point I am getting at. 

Mr. Harrineton. They work through the district director. 

Mr. Miius. In addition to all that, we have the internal audit 
people who come in once a year making spot-checks, who may question 
an employee. 

Mr. Harrinetron. That is right. 

Mr. Mitts. Then you have your internal security people who may 
question an employee periodically? 

Mr. Harrrneton. Where there is a need for it; ves, sir. 

Mr. Miuus. That is right. So there is some justification, it appears 
to me, for the complaint which is made by some employees that they 
dare not take an action in the performance of their duties without 


INTERNAL REVENUE ADMINISTRATION 95 


somebody being there to look over their shoulder to see if they are 
doing it right. 

Is it necessary in your opinion that we have the degree of super- 
vision that we apparently have in order to maintain the integrity of 
the employees within the Service? 

Mr. Harrineron. My answer to that, Mr. Mills, would be this; 
Now that the advisory committee has reported, that is a matter 
which we as administrative officials will want to study. It may be 
that there is oversupervision. I don’t know. We are going to study 
it. It is something that you can’t make a quick decision on, or make 
any changes without a careful review of the whole thing. We are in 
the process now of conducting such study. I am myself, because I 
want to know. I know the problem. I know that some people in 
the field feel that they have too many people checking them. The 
suggestion that was made was just to eliminate most of the internal 
audit work and trust these people to do the job properly. With 
50,000 employees it may be dangerous to do that. We don’t want 
to destroy something that we have set up which is a valuable asset 
without most careful consideration. That is what we are in the proc- 
ess of doing. We really can’t tell you yet whether we think the 
committee is correct in their statement regarding oversupervision. 

Mr. Miuus. You are just as zealous as I am in that respect. You 
are also just as zealous as I am in the hope and the desire that nothing 
be done to impede the exercise of independent judgment in the settle- 
ment of differences with the taxpayer. 

I know you are weighing both elements of the problem as you pro- 
ceed with your consideration of the overall problem. 

Mr. Harrineton. I certainly am. Yes, sir. 

Mr. Mitts. Have you any questions, Mr. Cooper? 

Mr. Harrington, we have interrupted you. You go right ahead. 

Mr. Harrinerton. I think it has been very productive to get this 
discussion out in the open. I hope that our explanation has cleared 
the air as far as the committee is concerned on some of these points, 

Mr. Mitts. Before we leave this point, I think it would be well 
that you give us for the benefit of the record the number of people 
that Mr. Trainor has under him both in internal audit and in internal 
security. 

Mr. Harrineron. Have you those figures, Harry? 

Mr. Trarnor. These figures are as of December 1, 1956. In the 
nine regional offices we operate, we had 422, of whom 183 were in- 
ternal auditors, 152 were internal security people, 78 were clerks, and 
the nine regional inspectors. Did you say December 1, 1955? 

The CHarrMaNn. Just a moment. Don’t you have anything more 
recent than a year ago? 

Mr. Trarnor. This is December 1, 1956. That is only a month 
and a half ago. In fact, it hasn’t changed much since then. 

In the national office we had 100, 18 of whom were internal auditors, 
48 internal security, 33 clerks, and myself. 

Mr. Harrineton. What does that add up to? 

Mr. Trarnor. The total is 522. 

Mr. Muius. That includes clerks? 

Mr. Tratnor. It includes clerks, employees of all types. 

Mr. Miuus. Would you just for the purpose of the record tell us 
how many altogether you have aside from clerical, in internal security 
and in internal audit as separately, both here and in the field? 
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Mr. Trarnor. You want the number of technical employees other 
than clerical? 

Mr. Mitts. Yes. Both in Washington and in your regional office, 
if you will give us the number of people you have who are technicians 
in internal security and also in internal audit. We could add it up. 
If you will do it for us. 

Mr. Tratnor. 401, I make on quick calculation. I will check it. 

Mr. Mus. That is for both? 

Mr. Trarnor. For both. It would be 183 plus 18, 201 in internal 
audit. 200 in internal security. 

Mr. Harrineton. 200 internal security? 

Mr. Trarnor. 200 internal security. 

Mr. Mitts. And 201 internal audit? 

Mr. Tratnor. Yes. 

Mr. Mitts. Now, Mr. Trainor, what does the present budget show 
as to internal security and internal audit for technicians, in numbers. 

Mr. Tratnor. By the present budget do you mean the one just 
delivered? 

Mr. Mitts. Yes. 

Mr. Harrinetron. The 1958 budget. 

Mr. Trarnor. My recollection is that there is no increase requested. 

Mr. Mruus. Has there been any increase in recent years in the 
number of technicians in internal security and internal audit? 

Mr. Tratnor. Since 1953, we have cut our numbers by 49 overall. 
We have had a decrease in internal audit of 97. These figures are 
approximate. 

Mr. Miuus. Are you having any difficulty retaining technical em- 
ployees? What is your rate of turnover? 

Mr. Trarnor. I don’t recall our rate of turnover, sir, but we are 
having difficulty in filling a few key vacancies. We have about 24 
vacancies in both divisions. 

Mr. Mitts. In the beginning were there some of these who trans- 
ferred from other agencies of government or did they all come fresh 
out of private life? 

Mr. Trarnor. Do you mean in 1953 by “in the beginning’’? 

Mr. Mitts. Yes. 

Mr. Tratnor. We transferred some. Most of our people were 
people who were already with us, with the old inspection. We trans- 
ferred quite a few. I would estimate perhaps 40 in all. The rest 
of the people were already in inspection. They are people with quite 
a bit of internal revenue experience in various capacities—audit, 
collections, and so on. 

Mr. Mitts. You had your old intelligence service. 

Mr. Trarnor. Yes. 

Mr. Mitts. You had your old audit service. 

Mr. Trarnor. Yes. 

Mr. Mitts. But 40 transferred in from some other agency of 
Government, did they? 

Mr. Trarnor. Yes. We got some from the civil service register, 
primarily, to fill vacancies. Most of the people who leave inspection 
go back into operations. They come from operations and go back 
into operations. 

Mr. Mitts. How many did you get from the FBI to begin with? 

Mr. Trainor. Of course I could give you the exact figure, but my 
guess would be 7 to 10. 











oon Be oat oe ae 





INTERNAL REVENUE. ADMINISTRATION 97 


Mr. Mitts. They went only into internal security? 

Mr. Trainor. Internal security, yes, sir. Every one of them. 

Mr. Harrineton. The next point on this particular section is on 
tne employee tax return audit, and on that I would say that it has 
been the belief of the Treasury and the Service that the employees of 
the Internal Revenue Service, because of their intimate and confi- 
dential relationship with so many taxpayers, should be subjected to 
a more thorough type of audit than the average Federal employee, 
The rule now is that tax returns of all employees in grade 13 and above 
are required to be audited every year. The tax returns of the em- 
ployees below grade 13 are audited on a spot-check basis the same as 
other taxpayers. That is the present policy. We are looking into 
that, too, but that is the answer at the moment. 

Mr. Mitts. Mr. Harrington are all employees of the Service re- 
quested to supply information with respect to expenditures and in- 
come other than that which is set forth on their tax returns. 

Mr. Harrineton. A so-called net worth questionnaire. Do you 
want to comment on that, Mr. Delk? 

Mr. Dex. At one point in time, Mr. Chairman, which gave rise 
to some of the misunderstandings, they were required. For more 
than a year they have not been required as a general matter. 

Mr. Kean. May I inquire about that? That was one of the 
recommendations of the Kean committee at that time. We under- 
stood that when a man comes in you make him give a net worth 
statement. Do you still do that? 

Mr. Dex. That is correct. We still do that. 

Mr. Kean. The Kean committee at that time stated that periodically 
you should do the same thing, and that aroused a tremendous amount 
of antagonism among the employees. I understand that as far as 
that is concerned you have now stopped doing that, but you still 
have the record at the start. So if you have something that you do 
want to investigate, somebody particularly, you can ask for a net 
worth statement if you are suspicious of that person. 

Mr. Deux. That is correct, sir. 

Mr. Kean. That would match up with the original net worth 
statement which they had when they came into the Service. 

Mr. Detx. That is correct. 

Mr. Miuus. You do still insist upon certain key personnel in the 
field, as I understand it, filing this net worth statement? 

Mr. Dautx. No, sir; it is not a requirement as a regular thing that 
any employee periodically file a net worth statement. We do not 
require that. 

Mr. Mitts. You did at the suggestion of the committee. 

Mr. De x. In the beginning it was required. 

Mr. Mus. Of all of them. But I thought maybe there was some 
element of requirement with respect to key personnel. 

Mr. Deux. No, sir. 

Mr. Kean. We recommended it for key personnel at the time. 

Mr. Deux. Everyone, including key personnel, is required to file a 
net-worth statement when he comes into the Service. That serves 
two purposes. It establishes at that time the affairs of the personnel. 
It also serves as verification that they do not have holdings which are 


prohibited for employees of the Revenue Service by statute—invest- 
ment, for instance. 
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Mr. Miuis. What form does that take? Let me use myself, for 
example. Say I am an applicant for employment in the Service in a 
position which would require me to file a net-worth statement and 
you as the employing officer tell me that you are interested in me and 
that you are giving consideration to my employment and can use me. 
You hand me something on which to set forth my net worth. Is it 
just the conclusion that 1 am worth $25 or worth $100,000, or what 
1s 1t? 

Mr. Dux. No, sir. It is a statement on whicb you would set forth 
your assets and your liabilities, which would arrive at a net-worth 
position for you. 

Mr. Mius. Would I have to tell you my expenditures for the last 
several years? 

Mr. Deix. Not as an entering employee; no, sir. 

Mr. Muus. Set forth what I have? 

Mr. Detx. What you have. 

Mr. Miuus. Government bonds, stocks, a store or bank, a home 
and all those things? 

Mr. Dex. Yes, sir. 

Mr. Miuus. Would there be any question raised as to how much 
entertainment I had done historically or in the past 12 months or 
anything of that sort? 

{r. Detx. No, sir. A receipts and expenditures statement is not 
required upon employment. 

Mr. Mutts. I am asking for information because it would appear 
that you have considerably modified the practice which was initiated 
shortly after this investigation. 

Mr. De x. I don’t believe at that time—— 

Mr. Dean. The reason you did it was on account of the morale 
question, wasn’t it, that you felt the harm which was being done to 
the morale by calling for this was more than the good that was done by 
getting information where you might find something going wrong? 

Mr. De x. I think that is correct, sir. 

Mr. Miuus. Mr. Harrington, do you still feel, however, that all 
employees of the Service should be audited to a greater extent than 
in the case of other Federal employees just because they work for the 
Service? 

Mr. Harrineton. I feel this way on that, Mr. Mills: We have had 
some discussions on this matter. The National Association of Inter- 
nal Revenue Employees has raised the same questions that have been 
raised by the committee. I presume that in making these comments 
the committee has probably talked with some of the employees and 
maybe people who are active in the national association. I would 
like to say that I have had that very much on my mind, and in view 
of the report made by your committee I am going to take a pretty 
close look at that to see what we should do about it. 

Mr. Mitts. Mr. Harrington, if you have concluded your remarks on 
this item, you notice on page 10 of this report certain suggested action 
recommended by the advisory group, which refers back to other 
points that we have not yet covered except as you have covered them 
in your initial statement. I am interested in the observation made 
here with respect to the question of the shortage of personnel, of top 
grade, at all working levels, and I have also been concerned respecting 
the problems that you must have, not only with respect to recruiting, 
but with training as well. 
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What can the Congress do to be of assistance to you in these two 
fields? This is not the Appropriations Committee, but all of us. do 
have friends on the Appropriations Committee. 

Mr. Harrineron. [don’t know that I am prepared to give you a 
direct answer to that at this time, Mr. Mills. I would want to con- 
sult my staff and put down on paper some of the suggestions we think 
would be helpful to us. We would welcome any help we can get to 
enable us to adjust these pay scales so that we won’t lose too many of 
our employees to private industry. I think we have to recognize it 
as inevitable in Government agencies that we can’t expect to set our 
salary scales generally on a level which will be as high as the scales 
paid by private corporations to top-grade technicians. I have 
noticed that many of our top-grade people are staying in the Service 
at lower salaries than they could get elsewhere because they are loyal 
to the Service, because they want to stay in the Service. The biggest 
turnover, I think, aside from the time of the liberalized retirement 
act, has been in the clerical grades. We have the problem of classi- 
fication under the Civil Service Act. They check us, as you know. 
We have our own classifiers, but we are checked by the Civil Service 
Commission. 

The record, however, has been that over the past year or so more 

ositions have been upgraded than have been downgraded, which 
T undaretand is a reversal of the trend which was in existence 2 or 3 
years ago. 

So I would prefer, with your permission, to hold that point and 
give me a chance to study it and come back to you with what we 
think you could do for us, rather than tell you now. 

Mr. Miuus. Yes; that would be perfectly agreeable. I want your 
considered judgment. 

As I look at this situation, the Internal Revenue Service is, as I 
understand it to be, dealing with such a sensitive area that we need 
to exercise great precaution in the daily operation of its employees. 
This of necessity may have some effect upon the morale of Service 
employees. The Service should not be considered by the Civil Service 
Commission or by the Congress the same as other governmental 
agencies that are not operating in such a sensitive field. If we impose 
greater burdens upon Service employees, are we not justified in com- 
pensating those employees at rates which are commensurate with the 
responsibilities that go with the jobs and the burdens that they carry 
in the performance of their services? 

Mr. Harrineton, I would agree with that wholeheartedly. 

Mr. Mus. If we are not particular, however, we will not get, as 
the group says, assistance from Civil Service in working out these 
problems. I think we are going to have to do it in the final analysis 
by act of Congress aside from civil-service considerations if we accom- 
plish our objective. 

I have said to Mr. Harrington, gentlemen, and he probably has 
said to you, I think in the course of years we can develop within the 
minds of the people of the country as a whole and in the minds of 
Service people a high degree of respect and a knowledge of the im- 
portance of the functions of the Service, certainly we ought to en- 
gender a general conception that raises public respect for the perform- 
ance of the personnel of the Service to that level that our friend, Mr. 
J. Edgar Hoover, has been able to attain in publie esteem for those 
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who serve his organization. I would feel that that would be the final 
objective so far as personnel of the Service is concerned for us to seek 
to attain. I have talked with Mr. Harrington in the past about it, 
and I would want all of you to know that that is the thought that I 
have in mind. It is not impossible to attain. It cannot be done 
quickly, but in time if we strive to attain that goal, we can. I see no 
reason why it would not greatly inure to the benefit of the country 
as a whole for these employees to occupy such a position in the think- 
ing of our people, because one of the things that the taxpayer is most 
concerned about in the administration and enforcement of the law is 
not only whether or not there is fairness in the law itself, but whether 
there is impartiality and complete honesty in the application and 
administration of the law. The higher the status of the person with 
whom he is dealing as recognized by the Congress and the public, I 
think the higher will be his desire to view that person in that light. 

Maybe I am entirely wrong. I hope I am not. I hope it will be 
attained for Service personnel because I know all along 99 percent of 
the people in the Bureau have performed functions for the Govern- 
ment perhaps at less pay than they could obtain in comparable em- 
ployment in industry and business, and I know, too, that 99 percent 
of them have always been honest. Before reorganization and after 
reorganization they have been honest, and they have performed their 
functions in an honorable manner. 

It is to be regretted that occasionally when you get as many as 
50,000 men together in one setup you get a few smart alecks. Accord- 
ing to my constituents at least, they find them more prevalent down 
in the lower scale as field agents, and they complain often about a 
particular smart aleck. The fact that there are 9 or 10 very good 
ones that they have dealt with in the past is often forgotten. 

Mr. Harrineton. In behalf of my associates, Mr. Mills, I can say 
that we are delighted at your interest in this and you may be assured 
of our wholehearted support in putting through any such program. 

Mr. Mitts. Let’s make it the objective to try to do something 
about it. If we can get some ideas from you subsequent to this meet- 
ing as to how we might proceed to make these improvements with 
respect to public opinion as to the service performed and the caliber 
of men we have to perform it. 

Mr. HARRINGTON. Yes, sir. 

Mr. Mitts. Do you have anything else? 

Mr. Kean. The only thing I want to say is that your remarks, 
better worded perhaps, sound like some of the remarks | used to make 
when I was chairman of the subcommittee about the fact that we 
hope that our objective is to have the Internal Revenue Service a 
blue-ribbon service. 

Mr. Mitts. That is exactly it. 

Mr. Kean. That is our objective that we were aiming at and 
talking about. 

Mr. Mitts. I have always been encouraged by my association with 
Mr. Kean. I always learn something from him. 

Mr. Harrineron. We are pursuing that objective, gentlemen. 
You might be interested to know that a couple of months ago I asked 
all of the operating divisions to give me a blueprint, so to speak, or 
a plan of the changes they think should be made to create a blue ribbon 
organization in the Internal Revenue Service. Every division has 
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come through with its suggestions and they are being studied now. 
That is our objective also. 

(Off the record.) 

Mr. Mitus. We as a subcommittee will make a full report to the 
committee on Ways and Means dealing with the matter of adminis- 
tration and enforcement. We will have to decide some time or other 
whether we will make a final report or an interim report. I think the 
chairman is most anxious for these subcommittees to begin reporting. 
If you could, prepare for us the ideas that you would want considered 
by us in connection with our report to the full committee on personnel 
problems as soon as you can, I think it would facilitate our reporting 
to the full committee. 

Mr. Harrineton. We will get right at it. 

Mr. Mitts. We wanted to go through the whole report. Would it 
take very much of your time now to comment on the second subdi- 
vision? 

Mr. Harrineton. Not at all. 

Mr. Mitts. Let’s see if we can go ahead with that. 

Mr. Harrineton. I have noticed that the Advisory Committee 
has the same idea about the regional commissioner setup as I have. 
They have made no direct recommendation except for further study. 
Therefore, there isn’t too much point in discussing this in detail. I 
want to say, Mr. Mills, that I am satisfied that our present organiza- 
tional structure is sound. I feel that the Commissioner and the 
national office very definitely need regional representation, with 
50,000 employees scattered in a thousand offices throughout the 
country. It ismuch more convenient to deal with 9 men than with 64. 
So some form of regional setup is desirable. 

Whether the present setup is the best possible one is something that 
requires some ve careful thought and consideration, and I have been 
giving that consideration. Coming back to what I said a few minutes 
ago in the early part of this discussion, this organization is just about 
4 years old ant therefore there has been a certain amount of fuzziness 
as to just what these regional people should do. We know it has been 
pretty hard to define in altogether definite terms their responsibilities. 
We are now meeting frequently with the Region Commissioners. 
They come in about every 2 months or 24% months. They meet with 
us and talk over these problems. I am trying to get the machine on 
the track and have the regional setup function as economically and as 
effectively as we possibly can make it. 

We have the problem of the relationship of the regional commis- 
sioners to the national office. They are expected primarily to imple- 
ment our policies directly, to see that they are carried out in the field 
offices. Then we have the question of their relationship with the dis- 
trict directors. One of my concepts of management is that the dis- 
trict director should have considerable authority in his district office 
because he is the boss of that field office. Just how much supervision 
he should have from the regional office is something we are studying. 

All I can say to you now about this is that we are studying the 
problem, and we will have a solution to it in the course of time with 
the help of these people. The regional commissioners are most 
cooperative. The district directors are cooperative, too. They all 
know that we have this problem to iron out, and they are working with 
us to try to achieve the proper balance between these three segments— 
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the national office, the regional offices, and the district directors’ 
offices. 

Mr. Miutus. One of the primary functions of a regional director is to 
perform administrative duties, management duties? 

Mr. Harrineton. He is primarily the administrative officer; yes, 
sir. 

Mr. Mitts. In other words, his job is largely managerial. 

Mr. Harrineton. That is right. 

Mr. Muus. It isn’t necessary that he be a person skilled in the 
field of taxes, either as a lawyer and accountant, or one who has 
oe up within the Bureau of within the service itself, with technical 

nowledge of taxes? 

Mr. Harrineton. His job is primarily that of an administrative 
officer and it would be rather difficult to find a man who would be 
skilled in all phases of our work. We have regional commissioners 
and district directors, too, who are former revenue agents under the 
old setup, former collectors, and former special agents in the intelli- 
gence squad. They have at their disposal in each regional office a 
staff of experts in the various facets of our operations. They have 
audit specialists, they have collection specialists, and so on. This 
is the group that the regional commissioners look to to see that those 
features of the work of the district officers are being properly carried 
out. 

Mr. Mirus. Is there a breakdown within the regional office compar- 
able to the breakdown in functions and assignment of functions that 
you have under you here in Washington? 

Mr. Harrington. Yes. There is pretty much the same type of 
organization. 

Mr. Miuus. Except that there isn’t an inspection service? 

Mr. Harrineton. The regional commissioner has no control over 
inspection at all. The men from the Inspection Service in the regional 
office cities are merely there at a post of duty for convenience so that 
they can serve that locality, but they report directly to Mr. Trainor. 

Mr. Mius. But he has his own intelligence service under him, of 
course. 

Mr. Harrineton. Intelligence; yes. 

Mr. Mriuts. He has a man at the head of intelligence who performs 
for him some similar functions? 

Mr. Harrineton. The Intelligence Service is entirely apart from 
the Inspection Service. The Intelligence Service is the service which 
investigates tax frauds. That is the only function of the Intelligence 
Service. 

Mr. Mitus. They do not investigate the employees? 

Mr. Harrineton. No, sir. 

Mr. Muius. I see. Does he have somebody under him comparable 
to the position Mr. Stowe occupies under you, for example? 

Mr. Harrineton. No. The regional commissioner himself is that 
man. He has under him the same group of people, the same type of 
people Mr. Stowe has under him, for example. Mr. Stowe has a 
Collection Division, an Audit Division, an Intelligence Division, and 
so on, of which the regional commissioner has counterparts in his 
organization. 

Mr. Muus. Is there someone under him who performs the type of 
function that Mr. Winkle, for example, performs under your setup? 
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Mr. Harrrneton. Would you want to comment on that, Mr. 
Winkle? I would say no. 

Mr. W1nkK.tE. No, not when you view the functions of the Assistant 
Commissioner (Technical), Mr. Chairman, in terms of the issuance of 
rulings and the preparation of regulations. With one exception which 
I will touch on in a moment, the field is concerned by and large, par- 
ticularly the Audit Division, with the application in specific cases of 
the rules and regulations which are formulated here in Washington. 
The exception centers around the privilege that the field has to issue 
so-called determination letters which are not rulings in the same sense 
that we referred to a ruling issued from Washington. A determina- 
tion letter is a response to a request from a taxpayer in respect to an 
issue or a problem as to which the law is either clear or the matter is 
covered in the regulations or there is a published ruling. That is 
simply to keep the routine type of letter out of Washington. There 
are two other exceptions. One has to do with the initial qualification 
of pension trust plans and the other has to do with routine exempt 
organization letters. 

That type of work is handled in the audit division in the commis- 
sioner’s office. Sometimes there is a group in the review section 
which handles it. Sometimes there is a group in what we call the 
office audit section which handles it. 

In one region that I know of they are considering centralizing all of 
that in a special technical group which will be separate and apart 
from either the review group or the office audit group. 

Mr. Miuus. Mr. Harrington, what I was trying to get at is this: 
I know within the regional commissioner setup there are what are 
referred to as assistant regional commissioners. I thought maybe 
those assistants perform some specific service within the region. 

Mr. Harrnineton. They do, 

Mr. Miuts. Such as the Assistant Commissioners perform within 
the national office. 

Mr. Harrinaron. They do with the exception of Technical, as 
Mr. Winkle has pointed out. 

Mr. Mirus. They do have, then, a counterpart within the regional 
office known as the regional assistant commissioner. 

Mr. Harrineron. Assistant regional commissioner. We have one 
for audit, collection, intelligence, alcohol and tobacco tax, and 
es 

Mr. Mitts. What is the function within the regional office of these 
assistant regional commissioners? What service do they perform? 
Just pick out any one of them. What is his job technically? What 
is his place in the overall picture? 

Mr. Harrineron. I would like to ask Mr. Stowe to answer that. 
Mr. Stowe was appointed as Assistant Commissioner (Operations), 
in June at which time I issued an order placing the responsibility for 
all field operations under the Assistant Commissioner (Operations). 
Mr. Stowe is in charge of all field operations of the Service and the 
regional commissioners and district directors and their counterparts 
all come within his jurisdiction. 

Mr. Strown. Mr. Chairman, perhaps we can take the audit assistant 
regional commissioner as an illustration of what I think you are 
seeking to find. Starting at the national office level, as the Com- 
missioner has indicated, we have an Audit Division whose function 
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is to develop procedures and policies and programs for the auditing 
of tax returns. Programs, policies, and procedures are communicated 
to the regional commissioner for audit to communicate to the districts 
and generally to supervise to see that the policies and programs are 
carried out within the region consistent with the policies established 
by the national office. 

Mr. Miuus. Then the performance of the Service in that instance 
is to correlate policy and policy applications? 

Mr. Stow. Exactly. Communication and uniformity I think 
perhaps would epitomize as well as anything else the basic function 
which they perform. 

Mr. Miuus. What I had in my mind, Mr. Harrington, is the ques- 
tion which has been raised with me on several occasions, whether or 
not the regional office merely performs a managerial and supervision 
function over the district offices which might well be performed by 
one central office. 

Mr. Harrineton. That question has been raised, and that is one 
of the reasons, Mr. Mills, why I made the statement that under the 
present setup the Commissioner has to deal with only nine regional 
commissioners. Following this audit assistant regional commissioner 
idea along, he has other responsibilities. He has responsibility for 
the regional analysts who make the postaudits of tax returns which 
come in from the district offices. He is expected also to be helpful, 
to be a guide. He is usually one of our most experienced audit men 
in the district, in the area, and he is expected to give guidance and 
help. He is expected to visit the district offices and talk with the 
district director and the chief of audit and see what problems they are 
encountering in administration, in the auditing of tax returns, or with 
any of the problems that come in the audit area. 

He is to be their guide, their helper, their supervisor. They look 
to him for help when they need it on a problem of audit administration 
or procedure. He has that additional job. 

In other words, he is the man that the regional commissioner looks 
to in the region to see that the audit functions of the district offices 
are being efficiently and adequately carried out and that they are 
getting all the help they need on their problems. 

Mr. Miuts. Mr. Harrington, of course the primary responsibility 
of the Service is to see that the taxes levied by Congress are properly 
reported and paid under a system which requires voluntary compliance 
by the taxpayer. As I view the situation, the most important func- 
tion of the Service is to check to see whether or not this voluntary 
system of the assessment and the payment of taxes is working, whether 
or not it is bringing to us the revenue that the law requires. I wonder 
whether or not the regional office contributes in thet direction. 
There are nine regional offices. Mr. Andrews started out with 17 and 
he decided 9 were sufficient. You might decide tomorrow that you 
didn’t need 9 but that 5 would be sufficient. Does the regional office 
really make a contribution? 

Mr. Harrineton. We think it does, Mr. Mills, in the broad sense 
that the Commissioner can look to his regional commissioners as being 
responsible for the carrying out of the policies that we lay down. 

As you said very well, our principal function or only function is to 
collect taxes, to collect them in the quickest, most economical way we 
can and maintain satisfactory relations with the taxpayers. Those are 
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our duties. All of our programs and organizational structure are 
designed for that purpose. 

As I say, in a broad way you might say that the regional 
commissioner is the commissioner’s representative in his area. He is 
responsible for the conduct of the tax-collecting functions in the 
various districts and suboffices in his area. 

Mr. Miuus. The complaint is made to me by people in the field 
that too much of their time is required in filing reports to the regional 
office concerning what they are doing and how they are doing it, to 
enable them to devote as much of their time as they think required to 
the actual contacting of taxpayers to see whether or not they are 
complying with the law. 

Have you checked to determine whether or not there is developing 
a degree of overmanagement of the field? 

Mr. Harrineton. I am glad you brought that question up. I 
think you are absolutely right that there is too much paperwork 
being done. That has been my observation. But many of the 
reports that you refer to are required by law in the way of compiling 
sinesinbbsbin for income statistics, such as the President uses in pre- 
paring his budget requests, and so forth, and many of them are 
required by the provisions of the internal revenue law. 

To give you an idea of how I view this problem and something of 
the magnitude of it, I have asked my staf to initiate a survey of all 
statistical and other types of reports that are being produced in all 
branches of the Service, the national organization, the regional organi- 
tions, and the district organizations. That involves an inventory. 
First we have to find out what reports are being prepared, who wants 
them, who initiated the request for them, what are they used for, and 
how much time is required in the preparation of them, and whose time 
is required. When we get that inventory we are going to be in a 
position to sit down nt challenge these reports and find out which 
reports are necessary, which can be perhaps consolidated with other 
reports, and which reports can be dispensed with entirely. Until 
we have that inventory we are not in a position to make any decision 
on it. 

To give you some idea of the magnitude of that task, we figure 
that it will be 9 months to a year before we can complete that job. 
It is a tremendous organization and there is a lot of paperwork 
going on. A lot of it, I am satisfied, is necessary. There is probably 
a lot of it that is not. We have to find out. 

Mr. Mitus. Mr. Harrington, does anyone here have information 
with respect to the setup within the nine regional offices as to total 
number of personnel and the cost to the Government of that operation? 

Mr. Harrineton. I don’t believe we have any figures here at the 
moment. I would like to supply those figures to you. 

Mr. Mitts. Yes, if you will, please. 
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Exutsit 1-A.— Distribution of personnel in regional offices, as of November 1956, 
1955, and 1954 


1956 1954 


Adminis- Adminis- Adminis- 
Activity or office trative trative trative 
supervi- -]| supervi- -| supervi- | Opera- 
sion and i sion and s } sionand | tions 
manage- manage- manage- 
ment 


Immediate office of regional commissioner, 
and administration 

Collection 

Audit (including postreview) 

Intell ce 


379 | 5, 597 349 5, 418 


Source: Internal Revenue Service, Personnel Analysis Reports. 


Mr. Harrreron. But I want to point out, Mr. Mills, that in the 
regional office we have the appellate staff, we have the alcohol and 
tobacco tax staff, and we have the administrative staff which handles 
all of the bookkeeping, payrolls, and all of the housekeeping work 
which has to be done in the region. For example, all vouchers are 
ae in the region by a staff of clerks, accountants, and whatnot. 

e would break this down for you. If you eliminate the alcohol and 
tobacco tax staffs, the appellate staff, and the administrative people 
working on those housekeeping duties, you will find that the remaining 
staff available to the regional commissioner is not very large. But J 
will give you those figures. 

Mr. Kean. Eliminating those figures—— 

Mr. Harrineron. We will give you the breakdown 

Mr. Kean. Separate them 

Mr. Harrineton. Yes. We will give you the total. If you saw 


the total figures you would think we had a lot of people in the regional 
office. 
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Exuisit 1-B.—Distribution of personnel in regional offices, as of November 1956 4 








Adminis- | 
trative | 
Activity or office supervi- | Operations | Total 

sion and | 

manage- j 

ment | | 

All regions: | 
Immediate office of regional commissioner, and administration. 121 796 917 
Oolleothom. £15... 222g ei ice ncn es La OP teas secs. s 82 
Audit (including postreview) .............-..-------.-+.--+..- WD fast cccccanse 163 
WIR a 5 ais busch Gia cag wden chaseesescocsncessonanlwaond 34 | 277 311 
Aleohol ab Poha000 tOEs nn... ocean ds cetsewssdtsscdcscecssesdis eres 3, 183 8, 183 
Appellate, ..-;....-..oncwcnwwvduwensesdsecsssssesdscsecscneseseuctedeesskt 1,150 1, 150 
FUR ca cpdan ee cab ih gaabbnneblints auteen's danidheeseeneeeee 400 5, 406 5, 806 
SSS SSS OE EEE 
ns i CN ek... Hd SIS SCs Bh wks nsbidud $34, 993, 160 

Atlanta region: 
Immediate office of regional commissioner, and administration. 13 80 98 
Oolbeetion. 2... eckiapececnscccusdavsccbeusueeulsiueaeseee DP Weds a cnvebes 7 
Audit (including postreview) -...............--.2.++-.-+ss2+-- 4G Pecssecciss.s 16 
ImGOUONOS. «= oo oa sane dtecnrceenndsssssassscesccnsasesbausuos 4 3 7 
Alcohol and tobacco tax_.... wwmecadadddsscccskseccsssaesesssad ecuecwewsce 451 451 
ADPONAG, 2)5 ~ nr ccen hs ie sss cwecnhonsessasesscecosessidassasarewsrciceesd 114 114 
Total 


TER SEF GG. c-.\ ceddeusccannsddciwicds crkatbhnesaenkienmdmenns 
Boston region: 
Immediate office of regional commissioner, and administration 


Unteligeeee, 5 ons ~ case fo. sweccesadecsscsssssstgecksseckscsese 
Alcohol and tobacco tax_- 
Appellate 


SPU SNE rn ee eet anciwaglanmenneiieasios | 


Chicago region: 
Immediate office of regional commissioner, and administra- 
DOR cc nbcnnnwnccecednds base cenplldenteesucuccewsdecee aad 
Collection. ----.- peestebqupoipesscodscags 255555055 5555S6ES 0S EN 


Audit (including postreview) .................-----.-2.+--.---- 
EOI OE onic anced coanancesesdacesessesccscsssasaseceses® 





Alsohol abd Pobace tak. . 5.2. ess cccscscsccsscccssssstaccss oor 
ADP .< -.. .o- se ncisssscaseccdesesessepss220453$02509e0NEs pone 
TON hoe ncn ctaic cctescncn se ssckstwecnssizisbestesabeses 
Poel CMA C00. 56 cs 5 oo socseesbecsszee3eeess eSSeesshcesccsbeecwcz a 





Cincinnati region: 
Immediate office of regional commissioner, and administra- 























Woo cacnp pen bamemdncneinaietinmeiidiiadinsadt eRe teenie 12 103 115 
CONS nn onoe seed dichvensucdbxsscbusuneccensaekteeaetn 9 wenennn ee] 9 
AE GONG DOTNINTIT Ge oes os vsinin ideo tsb tdcebiideont MO besa bisibin 18 
Ci oh daa hc reeeneh dupaaninncaeaeaah camels 4 6 10 
SPE GRE COIS BEE can Un aheeeddidddncaqocssenennctanentaibeesgernns 675 675 
PINE hi. deb edn ceen se db ddte dtdemb inte dide dh idedd~bd fie 6545.04655 141 141 

Web UU el. Oe LOLS Ue 43 925 968 

Toedi ethry cost. 282g REE BE BO 1 eS | $5, 642, 471 

Dallas region: 
Immediate office of regional commissioner, and administra- | 

I nh dy dna oe remedied cnt) deccdunenahpatiiinerinn aap epedsein 13 58 | 71 
CII 05 ols. nein naacteamabtddactins kanedetdde tuk weston BP 92 -Jsceueewe | 10 
Audit (including postreview)-................-...-..--..-...- We shtitii nk l4 
NOR. 55. mab caancaddndisiiotene® Litind Direc Pniinting. « cs 4 | 8 
Alcohol and tobacco tax..........-. Sb dled bd An abthAthe dédet deg eid octet 207 | 7 
RI sv on duttvawedacccnsgssngsutndnaeusitarbrechctsgeeencs thbertmdboah 80 80 

PROG, n hethigah 9 dd65550) dhe sdbb badd ssi. dds..k 41 349 390 

Total salary cost...........-...----ccccectee-acecenceceeet as ibdvnk bh PUL cid | $2, 301,087 





1 Total salary cost figures are for fiscal 1955—Continued 
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ExuiBit 1—B.— Distribution of personnel in regional offices, as of November 1956 '— 
Continued 


Adminis- 
trative 
Activity or office supervi- | Operations Total 

sion and 
manage- 
ment 















New York City region: 


Immediate office of regional commissioner, and administration. 17 101 118 
Rei tat OT as inne tpnhineudaaandiaenuih ED betsncin condones 12 
Audit (inolading postreview)................-..-......<----.- Rel neice sai 25 
I oe od naan ciubadededenenaiinak 2 235 237 
I Ne rennet 274 274 


Appellate 


Total salary cost 














| 
Omaha region: 

Immediate office of regional commissioner, and administration. 12 78 90 
SIG ios icin chan beep ednde dethcbsiativadidustieaewae 1D -Dubsice ae htngel 8 
Audit (including postreview) -.............---..-------.---.-- BR dice cerns tial atl 15 
a 4 6 10 
ee SO BIN ain. ncanitidnn dn cghedasbdaseetedutbbbeks bib enateied 195 195 
SI cinta th uss chiediicdlainitharteeepaptiicises dcenibieempasebalesiecienishaaionela tities oatnamin 


I intttitinnce bint wiicninn nidddcesuccsps bine dhdaalbteecsdedean 
Philadelphia region: 



































Immediate office of regional commissioner, and administration. 15 | 114 129 
I ee ta en eee ceed EOP habia n> eure took 12 
Audit (including postreview) ...............-......-......-..- ME 0. bakndeiicedl 21 
iS ne Bint i ncemnidimanieihinnd adieidaaiemiesione qd 10 14 
Mipennee Uke) eons cone cebocle aac 535 535 
etait dts ombbangunetiatiinarnsbeannalianehademeeek 

I SE iddinh biabbiisetitbvcscoccccnntobdnansecnubel senkusnasdnes a sebuabeueos $5, 157, 327 

San Francisco region: 
Immediate office of regional commissioner, and administration. 13 100 113 
Re tit ith DO san cat teenansnscaninndiindseenmemiii TP Risacicite metas 10 
Audit (including postreview).................--....-........- PE interre nations 20 
IIE chitnciathiiiniintinenaceaginedéettrsantadd sa_etonsts 4 4 8 
I on onan sinc opcesneonakanmanupelnas vita cmebeume tial 343 343 
SOU RIE ou Soren ctinthhdennhorketinehedbokedeimdke téddcemnantina 163 163 
’ 


bahia, dnndaeiedipsinendekdeguenseiuerrsenionseuseseds 657 
SebviedudeennnsamadbeenseegneEseiaegsonnseetesslenncaeeuheesicocdimpaiede $4, 008, 439 


1 Total salary cost figures are for fiscal 1956. 
Source: Internal Revenue Service, Personnel Analysis Reports, 





Mr. Mitus. The only one I know anything about is the Dallas 
office, which is over the State office in Little Rock. I had understood 
there were about 500 people employed in the regional commissioner’s 
office in Dallas. That could be away off. I want the facts and not 
just a report from somebody as to the number. 

Mr. Harrineton. We will supply those figures. 

Mr. Mitus. The fact remains, does it not, Mr. Harrington, regard- 
less of the number, that these people are not rendering the primary 
service of contacting taxpayers and of determining whether or not a 
proper tax is being paid? 

Mr. Harrineton. They are helping to determine that a proper 
tax is being paid by the taxpayer, because in the regional oflice we 
have the analysts who postaudit on a spot-check basis the tax returns 
which have been closed in the district offices. They are sent to the 
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agonal office for postaudit. To that extent the people in the regional 
office are supervising the adequacy of settlement. 

Mr. Mitts. They don’t disturb settlements, of course. I was not 
thinking in terms of settlements. I was thinking in terms of original 
assessments. Isn’t that same service caalernal within the district 
director’s office? 

Mr. Harrineton. Yes, in that he has a review staff, too. 

Mr. Muuts. Because there is that somewhat duplication of service 
in the regional office of the service performed by the district office, 
I wonder if it would not be well for you as well as for us to check 
to see whether or not there is any justification for further study 
and consideration of the point made on page 16 of the advisor group 
report under the heading of ‘Recommendations for Further Study . 

fr. Harrineton. Yes, We will study that. As a matter of fact, 
we are studying it now. That is one of the projects that we are work- 
ing on. 

Mr. Miuus. What about the second point: “Whether or not the 
combination of organizational and civil-service rules results in an un- 
necessarily inflexible staffing pattern?”’ 

Mr. Harrineton., Can you answer that, Mr. Delk? 

Mr. Deux. I think that, currently, Mr. Chairman, there is a cer- 
tain amount of that. That may not have been completely understood 
by the advisory group. ‘That is, operating a Government agency on 
a fixed fund for the year makes necessary certain controls in order to 
be sure that you remain within that budget or appropriation, this 
involves an inflexibility that is not found anywhere except in a Gov- 
ernment activity. It starts with that. There are certain controls 
required under civil service, as they have cited. I would have to 
agree that they do lead to an inflexibility and are certainly a handicap 
to the supervisory and management officials. I think as it is stated 
here is substantially correct. 

Mr. Mutus. We have discussed the third point with respect to 
overemphasis on managerial functions. The fourth point, “Whether 
or not the present supervisory activities of regional audit impinges 
unnecessarily on district-audit operations.” This is the first time I 
have seen it suggested as a possible area of difficulty. 

Mr. Deux. | think, Congressman, that, too, is subject to wide views. 
Some people think that you need more intense review for the purpose 
of assuring technical competence in the district, and uniformity; and 
others might feel that not so much of a review is required. It is 
subject to review and opinion. 

It is a matter the Commissioner has referred to as a constant source 
of concern to us,andstudy. It isa very delicate problem to determine 
just how much you should have and how little you should have. 

Mr. Harrineton. The point there, Mr. Mills, is that you have the 
alternative of whether or not you will have postaudit review of the 
work of the district office. You could say that we won’t go beyond 
the review in the district office, that we will let that stand without 
any postaudit review. 

On the other hand, it could very well be said that that is too danger- 
ous, that we have to have somebody making a spot check and a post 
audit review for the sake of compliance with orderly procedure, 
adequacy of settlements, whether there are any gross errors of law or 
accounting or fact involved, and also for the sake of uniformity, 
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So you have those questions which you have to weigh as to the 
preferable thing to do. 

Mr. Muus. [tems 2 and 3 were particularly impressive to me. 
They had been brought to my attention along with some of the others 
by taxpayers. We have discussed No. 2, and you are checking into 
that and making studies of it. I would think that perhaps a study of 
the personnel within these regions, whether it is increasing or not, 
might give us some idea with respect to No. 3 and whether or not 
there is real justification for increases in or mushrooming personnel, 
if that is taking place. 

Item No. 5, “Designation to top positions in the district, regional, 
and national levels of management personnel recruited from outside 
the Internal Revenue Service.” 

I do not know whether that is worthy of consideration or whether 
a problem exists or not. I know of one situation where it did occur, 
and only one. I do not know what the effect was upon the personnel 
within the Service. I don’t know, but it just occurs to me if I were 
working in a position where I thought I was eligible to have a top 
position in Government or even in business, and one day I am intro- 
duced to the man who is given the job and find he has experience 
only in some unrelated Government activity, I would be disappointed. 
It might affect my attitude somewhat. 

(Off the record.) 

Mr. Mits. In the appointment of regional and district directors 
I would think that it would be better from the point of view of morale 
if no instances of outside proportion are limited. If a young man can 
look forward to the day when, if he performs properly, he will receive 
an appointment as a reward and recognition of the service that he 
renders, I think incentives are provided which benefit both the Service 
and the public. 

Very frankly, I would like to have the people within the regional 
offices, and the people within the district offices more or less appointed 
on service consideration and not from other considerations. 

(Off the record.) 

Mr. Harrineton. May I comment on that, sir? 

Mr. Mitts. Yes. 

Mr. Harrineton. Nothing like that has happened since I have 
been Commissioner and I don’t think it has happened for the last 
couple of years, anyway. I think the Advisory Committee it talking 
about the past. They are not talking about the present. Our policy 
now, and | think it was the same under Mr. Andrews, is to promote 
men from within the Service on merit only. Political considerations 
or any other considerations have had no effect on the appointments. 

I think in the past a few Directors were appointed who came from 
outside the Service. The man in Cleveland, the man in Hartford 
who died a year or so ago, the man in Columbus, Ohio, and the man 
in Indianapolis. My understanding is that that was considered nec- 
essary at the time of the reorganization when they were setting up 
these districts because the Commissioner, then Mr. Dunlap, didn’t 
feel that he had qualified people in the area who could fill these jobs, 
so they were opened to competitive civil-service examinations. The 
men who were appointed passed the civil-service examinations, were 
at the top of the list, and were appointed. That is in the past. 

We have set up in the national office an executive training course 
which lasts for 6 months. It is designated as a course to train assist- 
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ant directors. We have in that course right now 14 men. They 
will graduate from the course in June, and will be eligible then for 
appointment as assistant directors. They will be given those appoint- 
ments where there are vacancies. If there are not enough vacancies 
they will be assigned to responsible positions where they will be in 
line for the first vacancy that opens up, These men have been 
carefully selected from all over the country, with long service. We 
are training them in managerial techniques. So when we have a 
vacancy at the assistant director’s level, a man from this school 
normally is the one who is selected. Then later as the directors 
leave, these assistant directors are moved up to the director’s job. 
That is the way our present policy operates. We have stuck to it 
very closely since I have been in office, and I believe Mr. Andrews did 
the same thing. 

So I can say to you that there is absolutely nothing to this No. 5 
insofar as the present policies of the Service are concerned. We 
don’t need to talk about that because that is not our policy. 

Mr. Mitts. I am glad to have your statement. Frankly, I do 
not think it is proper or wise in the eyes of the public to bring people 
in from the outside to fill choice positions. I don’t mean within 
your setup here but I am talking about the regions and districts. 

Mr. Stam had a point that has been brought to his attention. 

Let me get you to comment on that. Will you bring that up, 
Mr. Stam. 

Mr. Sram. The point that there has been some complaint about is 
that the revenue agents of course generally regard themselves as being 
the top men in the Bureau in the form of havi ing technical experience. 
Some of them have complained that people with only collection experi- 
ence have been placed over them in the sense that they have been made 
the director of a particular district. Therefore, they are under collec- 
tors rather than under technical men who have head experience in the 
field. 

Mr. Harrineron. Mr. Delk is familiar with that. 

Mr. Dex. I think that is true substantially. In fact, I know it is 
true, Mr. Stam. I do think there is another side to the question. 
That is, in some instances the choice was dictated by the ability of the 
man to handle a broad administrative job. The view which was 
presented to you, that the revenue agents had more general technical 
knowledge, is certainly true. They would have. Unfortunately, 
sometimes you do find that the technical man does not have enough 
administrative ability and training to handle the top administrative 
job. This is being cured by the course the Commissioner talked about 
in that the best men are being located wherever they are. 

The average length of service of those in the present school will 
approach about 20 years of service, and they come from all branches 
of the service—intelligence, revenue agents, collection, appellate. The 
reason for this course is to bring them in and get them familiar with 
every aspect of their job, not alone technical, for that is only a part. 
Basically the director’s job is the management of people. That is 
what is required insofar as managing their budgets and handling the 
general supervision of the office. We find they must have this addi- 
tion to their technical background. Ido know that some of the situa- 
tions that you are referring to that came about under the reorganiza- 
tion were a considerable stress to personnel. 
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Mr. Mitts. Mr. Harrington, would it be convenient for you and 
your group to come back at 2:15 o’clock? 

Mr. Harrineton. Yes, sir. 

Mr. Mitts. Fine. We will adjourn until 2:15 o’clock. 

(Whereupon, at 12:35 p. m., the hearing was recessed, to reconvene 
at 2:15 p.m. the same day.) 


AFTERNOON SESSION 


Mr. Mitts. Mr. Harrington, I understand some of the others will 
be here in a few minutes. So let us proceed if it is all right. 
The committee will come to order. 


STATEMENTS OF RUSSELL C. HARRINGTON, COMMISSIONER; 
0. GORDON DELK, DEPUTY COMMISSIONER; CLIFFORD W. 
STOWE, ASSISTANT COMMISSIONER (OPERATIONS); HARRY J. 
TRAINOR, ASSISTANT COMMISSIONER (INSPECTION); J. F. 
WINKLE, ASSISTANT COMMISSIONER (TECHNICAL); RICHARD 
W. NELSON, ASSISTANT TO THE COMMISSIONER; JOHN P. 
BARNES, CHIEF COUNSEL; RUDOLPH HERZOG, ASSISTANT 
CHIEF COUNSEL; RILEY CAMPBELL, ASSISTANT CHIEF COUN- 
SEL; OF THE INTERNAL REVENUE SERVICE; AND DAN THROOP 
SMITH, DEPUTY TO THE SECRETARY; RUSSELL E. TRAIN, ASSIST- 

ANT TO THE SECRETARY; OF THE TREASURY DEPARTMENT 


Mr. Harrinetron. | suppose, Mr. Chairman, we are in subdivision 
III now? 

Mr. Miuts. Yes; unless there are questions. Let us proceed with 
subdivision III then. 

Mr. Harrineron. I would like to make a few general comments 
and then turn the balance of it over to Mr. Stowe to discuss from the 
operations standpoint. 

I want to refer to the second paragraph on page 17 where the 
advisory group says that they have Seam informed of complaint regard- 
ing activities of field auditors and that they suggest that the national 
office of the Service recognize these complaints, and so on. 

I just want to say that we get a lot of complaints too. Some of 
them are received by the Secretary of the Treasury, some of them by 
the President, some of them come in tome. They all eventually come 
to me. I want to tell you we check out every single complaint. 
Sometimes we find that our men have been wrong. Sometimes we 
find that they have been right. I think that generally speaking our 
batting average is pretty good. I think you will find our men are 
right more times than they are wrong. On specific occasions I have 
gotten in touch with the district director in regard to the matter 
involved, and I have had him have a talk with the taxpayer, and in 
those cases we generally find that the relationship has been very much 
improved. 

I merely mention this to indicate that we think we are handling 
that problem the best way we can. I think it is inevitable in an 
organization like ours, and as farflung as it is in dealing with so many 
different types of people, that we will have complaints. We are 
trying to minimize those complaints to the greatest extent we can. 
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Mr. Mitus. Mr. Harrington, on that point, I would want the 
minutes of this meeting to clearly show that none of us believe that 
is possible to so conduct your office as to completely avoid com- 
plaints. 

When you make an audit and discuss with the taxpayer the possi- 
bility he did not pay enough taxes, you are bound to have a complaint. 

Mr. HarrincaTon. Particularly if the agent happens to be a little 
bit undiplomatic in his discussions with the taxpayer. 

Mr. Mitts. That is right. If that is the type of thing the advisory 
group is talking about, of course you would have to expect some 
complaints in the enforcement of tax laws. 

Mr. Harrineton. That is right. That is why I wanted to get on 
the record that every complaint that comes in is checked out. 

Mr. Mitts. You do that already. 

Mr. Harrineron. Yes, sir. 

Mr. Miuts. Do the complaints go to the manner in which the 
— has approached the taxpayer or to the agent’s decisions, or 
what? 

Mr. Harrineton. Sometimes they have to do with the attitude 
of the agent; the taxpayer feels he is being harassed because he is 
being asked to supply information which he does not think is impor- 
tant. Sometimes it has to do with collection matters, where some 
mistake was made, such as a man got a bill that he did not owe and 
was advised that we were going to place a lien on him; he gets angry 
because anybody who pays a bill and then gets dunned for it gets 
angry. I do, myself. 

Mr. Mriuts. At any rate, you are doing exactly at the present time 
what the advisory group suggested you should do. 

Mr. Harrineton. That is right. 

Mr. Stam. We had one letter from a man in North Carolina who 
apparently was in the service at one time. He was discharged and 
he was talking about some irregularities down there and he said he 
had written to you about it and had not gotten a response. 

Mr. Harrineton. I think I know the man. That complaint has 
been checked out. 

Now as to the last paragraph on page 17, we certainly go along 
with the committee on the advisability of better pay for our people. 

Mr. Mitts. Pardon me, I didn’t hear that last. 

Mr. Harrinerton, I said we certainly go along with the committee 
on the importance of reexamining the civil-service grade and classi- 
fication program. As 1 mentioned this morning, we are studying 
that situation. 


Coming along to page 18, under item 2, I would like to read this 
one sentence: 


The advisory group recommends that the Inspection Service be divested of any 
right to review the decisions of field agents and group chiefs, excepting only where 
internal security in the real sense, is involved. 

I would like to have it go in the record that the Inspection Service 
does not now have any right to review those decisions. So that the 
recommendation which may have been valid sometime ago, I don’t 
know, is not valid today. 

Mr. Stam. Could something be issued to that effect, I mean instruc- 
tions to that group, that they don’t have that right? I think that is 
one of the things that the advisory group is talking about. 
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Mr. Harrineton. That may be included in your Inspection 
Manual, isn’t it, Harry? 

Mr. Trarnor. It is included in the audit programs. However, 
we are working also on a statement of policy you may want to issue so 
that our people in the field will understand thoroughly what our 
authority is in respect to reviewing technical decisions. 

Mr. Harrineton. I have in mind, Mr. Chairman, that we might 
do something like this in view of the fact that this matter has been 
brought up and emphasized in this report in two or three places; that 
the Commissioner might well issue a mimeograph or statement to the 
field definitely asserting that the Internal Audit Division does not 
have this authority. We will certainly do that. As Mr. Trainor 
says, 8 mimeograph along that line is aaa being prepared. 

Mr. Mitts. That is what you intend anyway? 

Mr. Harrineton. That is right. It is just as Mr. Stam says, it is 
just a matter now of putting it on the record definitely so that there 
will be no question about it. 

Now on item 3, “Expanded use of office audits,” we certainly go 
along with that comment of the Advisory Committee because we 
believe that the office-audit program is a great potential source of 
additional revenue. To show you that we are moving in that direc- 
tion, for the 9 months ended September 30, 1955, we audited on the 
office-audit basis, 1,011,000 returns. For the first 9 months of the 
following year, 1956, we audited 1,272,000, or an increase of 25 percent. 
In 1957, the 9-month period will show a further increase. 

So we are gradually stepping up our office-audit program. This 
presents questions regarding our classification policy and training an 
adequate number of personnel to be able to handle an expanded 
program. We can put only so much work on these people. It has 
to be done gradually over a period of time. 

Mr. Sram. Mr. Commissioner, in connection with this office audit, 
we had several complaints from some of these office auditors in which 
they contended that they were denied stenographic help, they were 
denied return services, and the procedure was changed so that they 
had to interview the taxpayer and all of these activities took up a lot 
of time and therefore the work was going behind because they did 
not have time to complete as many cases as they had in the past 
due to the absence of stenographic help and service of returns and 
even typing; they had to do some typing themselves. 

Mr. Harrineton. One of our problems, Mr. Chairman, has been 
in the clerical area. Now that the President’s budget has been made 
public, I can talk a little about our budget. Up to the fiscal year 
ending June 30, 1957——— 

Mr. Mitts. 1957 you mean. 

Mr. Harrineron. June 30, 1957, because that budget is in effect 
now. The emphasis in the Service had been to increase the enforce- 
ment personnel, and using so much of our funds for that purpose has 
meant that there were not enough funds available to balance up the 
organization and supply the necessary clerical help to complement 
the increased enforcement personnel. 

In the 1957 budget, or financial plan rather, we did make some 
provision in a small way for some increases in clerical help. 

In the 1958 budget, which is now being considered by Congress 
(and we have an appointment in about a week to talk to the Appro- 
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priations Committee about it) we have provided for balancing our 
organization to the greatest extent we can, consistent with a reason- 
able amount of money. That is going to provide for an increase in 
our clerical personnel. Our enforcement personnel is going to be 
increased slightly, about 300 office auditors. We are not planning 
to put on any more revenue agents or any more collection officers. 
We are concentrating our additional funds on increasing our clerical 
force, because the trouble in the past has been that without the clerical 
people we have had to do exactly what Mr. Stam has pointed out. 
These people in the technical operations have had to do clerical 
work; they have had to do such things as typing and they were not 
able to get their work out. We are trying to get a balanced organiza- 
tion and supply these people with the necessary backstop of clerical 
support. Some criticism here is very valid. We know it, and we are 
taking steps through the appropriation process to do something about 
it. 

We think we are going to succeed this year, or at least make a 
substantial start. It is a rather new approach to the problem, and 
I suspect when I go before the Appropriations Committee I am going 
to have to do a lot of explaining as to just what my policy is on the 
expenditure of these funds. 

Now at the top of page 19 the advisory group states that: 

It is the belief of the advisory group that further study should be made of the 
possibility of extending the use of office audit procedures to a greater variety of 
selected returns. 

We subscribe to that 100 percent and it is what we are planning 
to do. So we go along with that recommendation. 

Now as to the utilization of information returns which is mentioned 
under item 4, because of budgetary restrictions we have not been able 
to do as much of that work as we would have liked to do. We are 
doing more of it, however, all the time. We are checking more of 
those information returns now than we did last year. For the 1956 
fiscal year, that is last year, we set aside a minimum of manpower to 
handle more auditing and more checking in that direction. So it is 
largely a question of the availability of personnel to do that job, but 
we are very conscious of that limitation and are trying to do some- 
thing about it. 

Mr. Mitts. Where is this checking done? 

Mr. Harrinerton. It is done in the district office. The information 
returns are matched at the service centers. Then they are sent back, 
the unmatched and mismatched returns are sent back to the district 
offices, and the detailed checking is done there, 

Is that a correct statement, Mr. Stowe? 

Mr. Srowe. Yes, sir, plus the fact I might add even on the matched 
documents they are assembled with the returns so that we will have 
use of the information returns to check out the items on the tax 
return itself. That is to the extent that we are able to make that 
assembly. 

Mr. Mitus. Mr. Stam has a point he wants to raise. 

Mr. Stam. This is a question for information. When these W-2’s 
come in they are sent over, aren’t they, to the Department of Health, 
Education, and Welfare, to be matched for the purpose of determining 
the amount to compute the pension on? 

Mr. Harrineton. Social Security? 
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Mr, Stam. Yes. 

Mr. Harrineton. Do you want to take that, Mr. Stowe? 

Mr. Stowe. I think Mr. Nelson would be better qualified. 

Mr. Harrineton. Mr. Nelson has been working with Social Se- 
curity on that. I would like to have him answer it. 

Mr. Netson. Could I ask you to repeat the question, Mr. Stam? 

Mr. Stam. The question is when are these W-—2’s sent over to the 
Department of Health, Education, and Welfare? Do they have to wait 
until they go to Kansas City and then come back later or are they 
sent over right away? 

Mr. Netsex. The W-2’s are not sent over to Social Security, Mr. 
Stam. You are perhaps thinking of the proposed arrangement if 
this joint program were to be worked out, the one which was presented 
in H. R. 7770 last year. At the present time, there is no transmittal 
of W-2’s to Social Security. 

Mr. Sram. Is there any transmittal of information? 

Mr. Netson. Just the appropriate portions of the returns, the 
Social Security schedules, are transmitted. 

Me. Stam. Are they sent over just as soon as the return comes in 
or do they have to wait on audit? 

Mr. Harrinaton. I am afraid there is a slight delay. 

Mr. Detx. I think I might be able to help you on that. There is 
a delay to make a verification that the payment, and the sum of the 
individual items reported, are correct and then the schedule goes on 
to Social Security. 

Mr. Miuus. Go right ahead, Mr. Harrington. 

Mr. Harrincton. Now as to the tax-exempt organizations, we have 
the same problem there. It is a question of manpower to make the 


followup examinations of the organizations that are granted tax- 
exempt status. 

As to the taxpayer assistance program, the committee does not 
make too much of a point of that. They say we are “fully alert to 
this problem,’’ which we are, and we have succeeded in the past couple 
of years in greatly reducing the number of man-hours that have been 
agate to assist taxpayers and we have saved oy a few million 

Oo ( 


ars in the process. We have a substantial educational program 
underway with the booklets we get out and with the school programs. 

We have thousands of schools in this country that have taken our 
materials which we prepare especially for them and put them right 
into their curriculums so that the high school and parochial school 
erent will get a course in Federal income tax while they are in 
school. 

Now all of those educational programs, including those on radio 
and television, have enabled more people to do more work on their 
tax returns than had been possible before. So that we believe we 
have that taxpayer assistance program pretty well under control, and 
we feel that the educational programs which we have instituted and 
which have been in effect for several years now are going to help us 
in the future to minimize that problem. Eventually of course we are 
going to come to an irreducible minimum of help that the taxpayers 
are going to need. 

That concludes my general comments on this section. 

Mr. Mitts. Have you made any estimates of the cost of taxpayer 
assistance? 
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Mr. Harrineton. Yes, we have figures on that. We do not have ( 
them with us but we have figures on how much it costs every year for | 
it, yes. Would you like to have us supply those to you? th 
Mr. Miuts. I wish you would supply it at this point. 


Exuisit 2.—Number of taxpayers assisted and cost of assistance during the 1956 
and 1956 filing periods 


Jan. 1-Apr. 15, | Jan. AP 15, 
1956 19: 


















eh ih toi cs sk ids hed LE \ 14, 662, 099 


phn ddpudycubcadeslococspacwessbueselenssaapetbargie , 10, 015, 067 
a hae gbab bgensdhsh ecmsani pesado p acvees 822 4, 647, 032 


eed deere lil hecktl wtb cdbb eo Diliiieck led lay $6, 829, 356 

















1 Included in the cost of assistance are indirect costs of $802,304 for the 1956 period, and $957,554 for the 
1955 period. These indirect costs include costs of conducting schools for the public; preparing material for 
such schools; answering correspondence relative to the pre tion of returns; giving out general informa- 
tion, forms, instructions, pamphlets, etc.; assisting in handling crowds during the filing period; supervision 
of the program, etc. 


Source: Internal Revenue Service, Taxpayer Assistance Program, August 1956. 




























Mr. Mitts. If you have the figures will you tell us just how many 
taxpayers sought assistance from the Service with respect to the 
returns filed in 1956? 

Mr. Harrineton. We have that information. 

Mr. Mitts. It is a rather large figure, is it not? 

Mr. Harrineton. Yes, quite large. We have a lot of telephone 
calls, too. We put extra telephones in many of the offices and we 
encourage the taxpayers to use the telephone rather than coming in 
to see us if they can get by with that sort of information. We have 
a record of the number of telephone inquiries that we handle, as well 
as the number of people who came in personally to our offices. 

Mr. Mitzs. Does this program have any relationship whatsoever 
to the overall enforcement program? 

Mr. Harrineton. This is to help only indirectly, purely to help 
taxpayers prepare their returns accurately. 

Now it has this indirect effect. We believe that it is a necessary 
job for us to do because we feel if a taxpayer didn’t have any place 
to go to get this help, he might say, ‘‘the dickens with this. I am not 
going to file a return this year; it is too much trouble.” 

Mr. Miutus. My point is this. I would imagine that the more 
taxpayers you assist, the more you minimize the need for subsequent 
enforcement activities within the Bureau. 

Mr. Harrinoton. That is our objective of course although we 
have had this problem. Many taxpayers have felt that because a 
revenue agent or one of our employees prepared their returns, that 
they were closed, that they were not going to be audited. We have 
had to make it plain that we were merely acting as helpers to them, 
and that they would still be subject to the same auditing procedures 
as any other taxpayer. 

Mr. Miuus. Mr. Gregory will take over for a while. 

Mr. Netson. You might be interested to note that on page 20 of 
the report the figures that Mr. Mills requested are shown there. 
They were supplied to the Advisory Group at its request. They show 
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that 4,800,000 telephone inquiries were received and over 7 million 
individuals received help directly in 1956. 

Mr. Harrieron. That probably answers the question. 

Mr. Netson. Except for the cost, Commissioner. 

Mr. Kuan. I should think that this high-school program might do 
away with some of that. I know we have a maid. I cannot make 
her fill out her income-tax returns. She is down to your office to do 
it. It is perfectly simple, the simplest thing in the world, but she 
insists on going down to your office and lining up every year to do it. 
She is psychologically scared. 

Mr. Deux. It is partly that. Some people feel they can get it 
made out only by coming to the office. Of course, our educational 
program is designed to reach those people and to help them gain more 
confidence by pointing out to them how to proceed to fill out the 
return. We believe this has had a tremendous effect because we are 
having more telephone calls than we used to have and we are having 
fewer people come into the office. In part this is due to the type of 
instructional material we are making available, and the preparation 
of that material so that it may be easily followed in the order of the 
return itself. 

We feel this has had a good effect in helping to lead people through 
the return. These are what we are referring to as educational 
programs. 

Mr. Grecory (presiding). Do you want to go to subdivision IV, 
Mr. Harrington? 

Mr. Harrineron. Yes. Do you have any questions on subdivi- 
sion III? 

Mr. Grecory. Mr. Stam? 

Mr. Sram. I think you said sometime ago you had abolished the 
so-called production quota? 

Mr. Harrineton. Absolutely. 

Mr. Stam. Now we received a complaint the other day, and it may 
be a little out of date, that you have another system which they call 
the point system, which is applied in the case of these collection 
offices, that depending on whether they actually place a lien on the 
property of the individual or they sell the property or something, 
they get extra points which of course increases their efficiency rating. 
There is a Jot of objection to that and we just received a letter the other 
day about that from one of the Congressmen. I just wondered if 
that was still in effect. 

Mr. Harrineton. That is news to me. 

Mr. Stowe. That is the first time I ever heard of it. 

Mr. Harrineton. We will look into it. 

Mr. Sram. It said it was in effect in the Collection Division, that 
these men were put on a sort of point system. 

: Mr. Stows. Can you be any more specific as to the location, Mr. 
tam? 

Mr. Stam. The letter does not show the location but I will be glad 
to get the letter. 

Mr. Stowe. I would appreciate it if you would. If it exists at all 
it is purely a local situation. 

Mr. Stam. The argument was that there was a tendency to put 
pressure on these collection offices to collect tax that was not properly 
due because they would get an extra point if they did that. 
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Mr. Harrineton, That would be contrary to my policy. As J 
say, | don’t know anything about it and neither does Mr, Stowe. If 
he does not know anything about it, it would have to be done down 
the line without national office approval. 

Mr. Baxer. Mr. Harrington, do they still pay the informers money? 

Mr. Harrineton. Yes; that is in the law. 

Mr. Baker. Is that pretty widespread or not? 

Mr. Harrineron. Mr. Nelson, isn’t that shown in the Commis- 
sioner’s annual report? 

Mr. Nuuson. I think only the amount. 

Mi. Harrineron. We publish the amount of money we pay in- 
formers during the course of the fiscal year. How many actual 
informers there have been I do not know, but I imagine we have 
figures on that. 

Mr. Srown. Unquestionably there are statistics on that. 

Mr. Harrineron. We must have statistics on that in order to 
compute the amount of money we pay them. 

But to answer your question, we do pay them and we are publishing 
the amount of money we pay them. | That is in the Commissioner’s 
annual report. 

M~. Baker. I have heard it diseussed a lot. Do you just take any 
lette:, do vou investigate anything at all about the identity of the 
infor:ner? 

Mr. Hanrineton. Well, he has to identify himself of course in 
order to qualify for the reward. He has to claim it and it has to be an 
actual tax settlement. He does not get paid until we get the cash 
and it has to be definitely determined that the cash we received was 
based solely on his information, so that he has to go through quite a 
process in order to qualify for the award, 

Mr. Bakar. Let me see what you mean by that. Solely on his 
information, and I am not criticizing you—I’m not doing it critically, 
I am trying to do it factually—a taxpayer identifies himself by name 
and address. Do you go further than that to find out if he is reliable 
or not? 

Mr. Harrineron. Mr. Stowe, do we find how reliable this man is? 

Mr. Stowe. Each piece of information which is filed is checked 
out. The process of checking may be short or long, dependent on the 
nature of the information given. In other words, if based on a cursory 
examination of the facts it is ascertainable that the information is 
completely erroneous and has no foundation in fact the thing is 
dropped. 

Mr. Baker. When you get information in a letter from an indi- 
vidual, do you invariably get the taxpayer’s return? That is, will a 
general letter in itself suffice for you to pull the taxpayer’s file and 
make at least a cursory investigation? 

Mr. Stowe. I think that would be generally true, Congressman; 
ves, sir. 

Mr. Baker. Does it have to point out anything about what is 
wrong with it? 

Mr. Srowrn. Well, that is why I said initially, Congressman, that 
the extent to which the investigation goes depends in a large measure 
on the nature of the information which is given. If it is just a gen- 
eral statement that this taxpayer is a cheat, he is not paying his taxes, 
and a cursory examination of his filing record discloses that he has 
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been reporting his tax liability, that he has been checked at various 
times and no material change has been found in the report of tax 
liability, I assume that would be dropped. 

Mr. Baker. That is exactly the case I am driving at. You get a 
letter from an informer, saying Mr. X is a crook and he is cheating the 
Government, that is all it says, you make a cursory examination and 

ou find there is probably a case, you go into it. Later it turns out 
e owes $10,000. Do you pay that on the basis of that kind of letter? 

Mr. Stows. I think as a general proposition, Congressman, that the 
informant must specify the particular areas or types or specific items 
of income which he alleges has not been reported in order to provide 
a basis for proper allowance of a reward. In other words, the infor- 
mation must be the lead which permits us to discover and collect the 
income which otherwise would go undetected. 

Mr. Baker. I think it ought to be that way. I do not think a man 
ought to be rewarded just for a letter that says a man is a crook and 
Owes more money. 

Mr. Stowe. Obviously that could be developed into a racket 
because all they would need would be a telephone directory and a 
mimeograph machine. 

Mr. Harrineton. They have to prove to us without any question 
of doubt that it was based on their information that we got the 
additional tax. 

Mr. Mitts (presiding). Mr. Harrington, I have one further question 
in connection with field audit procedures before you leave. 

As I understand, back before your days in the Service and before 
reorganization, field-audit procedures permitted a general spot check 
of individual returns without regard to income and without regard to 
the amount of the tax. It is now alleged—and I want information— 
that there has been, in recent years, a curtailment of field-audit 
function which confines them to audits of 1040’s and 1040A’s under 
reporting income from salaries or wages. Is that the situation or not? 

Mr. Harrineron. I will ask Mr. Stowe to comment on that. 

Mr. Stowe. If I understand the question correctly, Congressman, 
I think the direct answer would be “‘no.”’ As long as I have known 
anything about audit of tax returns it has been predicated initially 
upon a classification action which constitutes a screening of returns to 
determine whether or not, based on the evidence on the face of the 
return, there are items of income or deductions which appear to be 
understated or overstated. 

Mr. Mitts. In other words, you have not curtailed the activity in 
any way so that it is now largely confined to an examination of those 
returns which on their face would reflect only income from wages or 
salaries? 

Mr. Stowe. No, sir, that is not true. 

Mr. Mitts. I do not mean that that is something that has been 
done overnight, but has it developed over the years to the point that 
the practice exists in fact? 

Mr. Srowe. In the course of the classification process by which 
returns are selected for audit we attempt to get a cross section of all 
types of returns into the audit process. Now some of them may be 
exclusively wage earners, although that would be a rather infrequent 
type of situation. 

Mr. Miius. We are talking about field audit. 
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Mr. Srowe. Yes, talking about field audit, because in the normal 
course of events, as you know, the vast majority of wage earners claim 
the standard deduction, and there is little or nothing on his return 
which requires any extensive audit at all. As long as the W—2 matches 
up with the reported wages and a standard deduction is claimed, about 
all that is left then is the question of the number of dependents which 
has been claimed, Bevenid the mathematical verification of the tax 
computation. 

Mr. Mitts. The charge is made by some, that there is a waste of 
time in the auditing of returns. That there is too much attention 
paid to a return which obviously could not yield much additional 
revenue even if some mistake had been made, whereas if the agent 
were spending his time on a return which on its face reflectd greater 
tax liability than is alleged in the return, more revenue would be pro- 
duced for the number of hours of work involved. 

For example, if an agent has to travel from Little Rock up to my 
home, 52 miles, to check the return of a taxpayer who happens to be 
working in a store for a $20 deduction taken, and that is the sole item 
in question, and the taxpayer is in the 20 percent bracket, there is 
not enough money involved to justify his trip. 

Now it is well and good that all things be checked but if we are 
spending too much of our time on little things we do not utilize what 
force we have to best advantage. 

Mr. Dex. Mr. Chairman, I think I have heard somewhat the 
same thing as you outlined there. I think at one time there was a 
program to make an exact sampling of all types of returns in order to 
gain for the first time information of the error rate in various salary 
levels and types of returns. At that time, if I am not mistaken, the 
entire program was carried by the field audit people; was it not? 

Mr. Winkte. That was in 1949. 

Mr. Dex. In that case there was widely gained the impression 
that the field-audit personnel were being used for minor returns. 
The field-audit personnel were used because it was necessary to get 
an exact reporting of the conditions they found and the result on the 
return. The impression got wide currency that the Service had 
shifted onto this type of examination in the field audit. That type 
of return that you describe would not find its way in the field audit 
today. It would all be correspondence examination in the office. 
However, that program did provide valuable information; it is the 
only source today of a complete cross-section test of the various types 
of return. 

Mr. Miuts. Then you are not auditing on the basis of wage returns 
primarily? 

Mr. Detx. We could not afford to examine on that basis. 

Mr. Mitts. If there are no further questions on subdivision III, 
let us go to subdivision IV. 

Mr. Harrinaton. We have already talked about the role that the 
Inspection Service might play in the reopening of cases, but here we 
have brought up for consideration tne matter of the functions of the 
regional analyst. I would like to ask Mr. Stowe to handle this par- 
ticular section. 

Mr. Mitts. Before he goes on let us have a complete understanding 
of what we are talking about here when we say “reopening of cases.” 
Are we talking about the reopening of tax cases after the taxpayer 
and the examining officer have pentiod agreement on the issues? 
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Mr. Harrineton. That is right. 

Mr. Mitts. Fine. 

Mr. Stown. Congressman, perhaps first it would help to orient this 
problem in terms of its size. In the calendar year 1955 there were 
1,900,000 returns examined. Out of that 1,900,000 returns there 
were 639 which were reopened for reconsideration. 

In the 1l-month period ended November 30, 1956, there were 
approximately 2,100,000 returns examined, and out of that number 
there were 482 reopened. I give you that because I think it puts this 
problem into perspective in a way that might not otherwise appear. 

Mr. Miuus. You are saying that the percentage of cases reopened 
is very, very small? 

Mr. Stowz. Correct. 

Mr. Kean. Why would they reopen one? 

Mr. Stown. They reopen, Congressman, because in the process of 
postreview there is evidence of a misapplication of the law on an 
issue in such a manner that a material mistake in the amount of the 
tax liability was made. 

Mr. Kean. That was a mistake by the agent? 

Mr. Stowe. Yes, sir. 

Mr. Minis. Would that develop as a result of an internal audit 
conducted by Mr. Trainor’s group? 

Mr. Srowe. No. 

Mr. Miuuis. How would that develop? 

Mr. Stowsr. That would normally develop, Congressman, in con- 
nection with the activities of the regional analyst, which is a topic 
taken up here on page 24. 

Mr. Muuus. We are talking about the regional analyst? 

Mr. Stowe. That is right, sir. Now, as to that matter of the dual 
function of the regional analyst, from my reading of the report of 
the advisory group, I gain the impression that there may be some 
misconception in their minds as to that activity, because they point 
out that he, the regional analyst, is charged with the duty of review- 
ing, on a selective basis, taxpayer’s settlement files to determine 
whether the settlements Se upon a proper interpretation of 
the statutes, and also that in the course of his review of such taxpayer 
files, the regional analyst is expected to review the adequacy of the 
audit procedures followed by the agent in making the examination of 
the taxpayer’s returns. 

Then the observation is made in the following paragraph that the 
techniques or knowledge required to perform these functions are not 
complementary. 

Now that is the reason for my statement that I think there may have 
been some misconception of the fact, because in the process of making 
this postreview the regional analyst may not only inquire into the 
legal accuracy of items which have been in fact adjusted by the exam- 
ining officer, but he may also raise a question as to whether other items 
on the return should have been examined into. 

And, in that respect, you see, he is going into the audit techniques 
as applied to that specific case. Now in that sense I submit that those 
2 activities, if you can call them 2—I would rather regard them as 
merely the whole job of doing the postreview—certainly are comple- 
mentary. 

Now if, on the other hand, the advisory group had in mind the fact 
that’ presently the regional analysts are also charged with the respon- 
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sibility of looking into the adequacy of the application of the policies 

and procedures prescribed in the Audit Division, then it may be that 
there is a foundation for the comment that those are not necessarily 
complementary. That is a matter which we are inquiring into to 
determine whether those two functions should be separated and one 
group of men work solely on the technical review and the other to 
work on the procedural aspects of the audit techniques. 

Mr. Mitts. That is a function that was formerly performed here 
in Washington, before reorganization? 

Mr. Stowe. The first function, the technical review, formerly was 
centralized in Washington; that is correct. 

Mr. Mitts. Has there been any lack of uniformity since reorgani- 
zation in the nine regional offices? 

Mr. Stowe. That is a somewhat difficult question to answer, Con- 
gressman. I had some association with and considerable acquaint- 
ance with the central postreview activity when it was being conducted 
here in Washington. A matter of considerable concern to me at that 
time was whether we were attaining all of the uniformity that we 
should. 

Mr. Mitts. You had one group? 

Mr. Srowe. We had five groups. 

Mr. Mitts. Operating separately? 

Mr. Stowe. Yes, in the sense that each group was covering a cer- 
tain geographical area under the leadership of a head of a division. 

Mr. Mitts. You had 1 man at the head of all 4 groups, then? 

Mr. Stowe. In this sense, yes. The then Deputy Commissioner of 
the Income Tax Unit had the overall administrative responsibility 
for the whole post review operation, but it was segregated into four 
sections, each under a chief. Then there were subsections within 
the divisions, some of the people confining their interest to an intensive 
review of individual returns and others confining their review to 
corporation returns. 

Mr. Mitts. Now, if you experienced lack of uniformity before 
reorganization, with only 4 groups, do you help the situation by break- 
ing it down further into 9 groups? 

Mr. Stowe. I would have to answer your question “No,” as a 
direct answer. On the other hand, the other side of the coin is the 
question of whether it is any worse. 

Mr. Mriius. Well, is it? 

Mr. Srowe. Frankly, I don’t know. It is a matter which I think 
is worthy of a great deal of study. From the standpoint of setting 
up objectives, goals, principles, and guidelines, we are trying to get 
uniformity through those processes, but, obviously, as long as you 
have the human equation in that type of work, as you inevitably 
must, there are bound to be differences of view, there is bound to be 
lack of absolute uniformity and I don’t think it can be escaped. 

Mr. Mitts. It is the one area, above all, perhaps, where there 
should be as much uniformity as possible. 

Mr. Stowe. I agree. 

Mr. Mitts. Once the taxpayer leaves the revenue office, having 
settled his case is agreeing to pay some additional tax in the process of 
the settlement and relying on the settlement it should be 

Mr. Stowsn. That certainly is the goal toward which we are work- 
ing. That is why at the outset I burdened the record with the 
89789—57——9 
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statistics, because I think the thing needs orientation in terms of what 
the practice has been. 

Mr. Kean. Do they report back to Washington on any of that 
thing so that you can call attention of the other areas to that mistake 
having been made on the theory that you will get them uniform? 

Mr. Stowe. They report in this manner, Congressman: A record of 
the objection, the exception which they have taken in the case, comes 
into the National Audit Division Office, where that information is 
correlated and disseminated. 

Mr. Kean. Comes in to you? 

Mr. Stowe. Yes, sir. 

Mr. Kean. But then you do feed it back? 

Mr. Stowe. We feed it back to all of the regions. 

Mr. Kean. You do? 

Mr. Stowe. Yes, sir. 

Mr. Kean. So you should bring about uniformity by doing it? 

Mr. Stowe. Of course, that is an after-the-fact thing, as you recog- 
nize, but it is the thing we are trying to do. 

Mr. Kean. It is the interpretation that you have made as to how 
the law should be carried out; the information goes to each region? 

Mr. Stowe. That is right. In other words, we maintain an opera- 
tion here in the national office which gives us a basis on which we can 
observe the practice as it is carried out in the region and also provide 
a basis for feedback of information which would be helpful to others 
engaged in the same work at the regional level. 

Mr. Deux. I might remind Mr. Stowe, as to the chairman’s com- 
ment on the reopened case, that all of those copies of the proposed 
adjustment come into the national office for review. The chairman 
said that, above everything, he thought there should be a uniform 
review of reopened cases. That we believe we have, because the 
report of reopening comes into the national office for review. In 
addition, there are commentaries which have been made where cases 
are not reopened, to inform the men that they may not have been 
entirely accurate, as they should have been, in the report. A copy of 
those comes into the national office to see that the nine regions are 
uniformly approaching that problem. 

Mr. Miuts. It seems to me that the question arises as to whether 
or not we are accomplishing the job with as much economy as possible. 
This procedure must be very costly compared to a centralized pro- 
cedure. 

Mr. Srowe. I think the answer to that, Congressman, will have to 
rest on the number of people engaged in the whole operation, the cost 
to maintain those people in relation to what was done before, and the 
relative size of the job as it existed under the old setup compared with 
the present setup. 

Mr. Mitts. That would not be the only consideration, Mr. Stowe. 
You also have a look at the production of the individual as well as 
other factors. If you have somebody who is merely checking on 
your checkers, there is bound to be some duplication of cost. 

Mr. Stowr. Congressman, perhaps I can help in that respect. 
During the calendar year 1955 there were 117,000 returns selected for 
this operation which is carried on by the regional analyst in the nine 
regions. Now the distillation of their activities is represented bythe 
639 cases which they caused to be reopened, plus an additional 516 in 
which they issued advisory !etters. 
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Now the advisory letter technique is to call the attention of the 
audit division in the district to the fact that there apparently was 
some deviation from established policy or procedure but the matter 
was not material enough to justify the reopening of that particular 
return. So it is the sum of those two figures that comes in here for 
the process of review and correlation rather than the 117,000 returns 
which are reviewed at the field level. 

So if there is duplication it would have to be restricted only as I 
see it, to the results of the actions which resulted in reopening or 
exceptions being noted. Whereas if you were doing the operation 
here and going to carry it on at the same level or to the extent as it is 
carried on at the regional level, you obviously would have to have at 
least an equivalent number of people here in Washington to do the 
work that is now being done at the regional level. 

Mr. Miuus. I do not follow that as being necessarily the result, 
Mr. Stowe. I feel that this is an area where Mr. Harrington will 
want to look to see if there is an unnecessary expense involved and 
to determine whether or not the old way of handling the matter might 
be preferable. 

Mr. Harrineton. We will look into it, Mr. Chairman. 

Mr. Mitts. It may develop that it is better the way it is, however, 
it should be considered. Let me ask this question: Where there is no 
evidence of fraud, Mr. Stowe, what criteria are used in determining 
to reopen a case? 

Mr. Stowe. Improper application or interpretation of the law as 
applied to a given set of facts in a particular case, or deviation from 
established policy of the Service. 

Mr. Miuts. That means no more than a mistake by the agent who 
made the settlement in the field. 

Mr. Stowe. Yes, sir. 

Mr. Mitts. Or was not perhaps as well informed on what the law 
is as he should be? 

Mr. Stowe. That is correct. 

Mr. Miuts. It might be just a clear error of judgment? 

Mr. Stowe. That is the basic problem which is involved. We 
have close to 11,000 revenue agents of varying degrees of skill and 
experience. Inevitably they will make some mistakes. 

Mr. Mis. We are talking only about the reopening of cases that 
are settled in the field are we not? 

Mr. Stowe. There are no cases settled by the appellate division 
which are reopened, Congressman, as a practical matter. Rather let 
me say there have been none. 

Mr. Mutts. In other words, the taxpayer who has his settlement 
finally approved by the appellate division can be reasonably secure in 
a final settlement? 

Mr. Stowe. He has practically 100 percent security in that respect. 
There is the reservation that if the settlement was secured by fraud 
or material misrepresentation of fact, we have the right and respon- 
sibility to reopen, though it was negotiated in the appellate division. 

Mr. Mruus. You should have that reservation, but are those the 
only reasons that you would reopen an appellate division case? 

Mr. Stowe. Yes, sir; except in the rare instance where a taxpayer 
may petition for reopening of a settlement of a case which he has 


nevotiated because of some retroactive legislation which has changed 
his position. 
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Mr. Mruts. You would agree to that? 

Mr. Stowrz. We do as a matter of practice, as a matter of equity. 
But the basic policy of the Service is that once a settlement honestly 
negotiated with the Appellate Division is consummated, the Service 
stands on that as its final position in that case. 

Mr. Mitts. Do not let my question mislead you. Iam not arguing 
against the reopening of cases at all. 

Mr. Stowe. I understand that. 

Mr. Mrius. I know that in certain circumstances cases have to 
be reopened. The figures you have given indicate that the number 
of cases reopened each year is less than assumed to be the case, by the 
advisory group. 

When does the taxpayer know that his case is finally closed? 

Mr. Stown. Well, sir, there are three events which may give him 
that assurance. One is the running of the statute of limitations. 
The second would be the negotiation of a final closing agreement. Or 
a third, a settlement negotiated with the Appellate Division. 

Now from a very technical standpoint that is the answer. From 
a practical standpoint, as I have tried to demonstrate through the 
statistics, in practically 99.9 percent of the cases the taxpayer has 
reasonable assurance that once having negotiated a settlement and 
the district director’s office has approved the settlement negotiated 
by the agent, that is the end. 

Mr. Mitts. In the event of fraud, Mr. Stowe, in respect to a tax 
settlement, the statute of limitations does not run, does it? 

Mr. Stowe. There is no statute of limitations on civil fraud. 

Mr. Mitts. That is what I wanted to bring out. 

Mr. Baker? 

Mr. Baker. You mentioned that there might be a reopening either 
at the instance of the taxpayer or in case of subsequent legislation. 

Mr. Stows. That is right. 

Mr. Baker. What about a decision of the courts contrary to the 
basis of the closing of the case? 

Mr. Srows. If the taxpayer petitioned for a reopening based on 
the decision of the court which for instance held the Commissioner’s 
regulation to be invalid 

Mr. Baker. The other way around. Would the Government ask 
that the case be reopened if a subsequent decision was contrary to the 
position taken by the taxpayer, contrary to the basis of the settle- 
ment? You settle a case and a year later the Supreme Court or the 
Tax Court establishes a rule of law that is contrary to what was settled 
on, what happens then? Does anything happen there as a practical 
proposition? 

Mr. Stowe. I hope I am being responsive 

Mr. Baker. I do not have a case in mind. 

Mr. Stowe. I hope this will be responsive to your question, Con- 
gressman. 

We would not follow it. We would leave it to the taxpayer. 

Mr. Baker. In a case that the taxpayer won? 

Mr. Stowe. We are closing hundreds of thousands every year in 
the audit process and settlement process. We simply do not have 
the help to go back and cehck every one of them. We would have 
to rely on the taxpayer to call that to our attention. 

Mr. Baker. In the same case if the taxpayer wanted to reopen it 
you probably would permit him to? 
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Mr. Stowe. If the statute of limitations was still open, yes, sir. 

Mr. Mitts. There is one other point, Mr. Stowe. Let me direct 
your attention to the last paragraph on page 24: 

The basis of our recommendation is that the regional analyst should have a 
minimum of direct contact with the examining officer so that that officer will 
have no basis for considering that there is a review officer, outside the examining 
officer’s own chain of command, who may at any time approach him directly 
with apparent authority to substitute his judgment for that of the examining 


officer. 

Is there anything to that thought? 

Mr. Stowe. Yes; I think I would subscribe to that thoroughly. 

Mr. Miutus. Is there in practice today cause for this group taking 
notice of this situation? 

Mr. Srowr. There may be in some isolated instances; yes, sir. 

Mr. Mitus. You do not think it is a general situation? 

Mr. Stowe. No. I think this very conceivably may happen. I 
have no knowledge of actual instances but I think it conceivably may 
happen that a regional analyst in the course of his visit to a district 
director’s office may have a case which has been selected for review 
in which he has some questions as to the accuracy of the adjustment 
where, rather than writing a memorandum, he may go directly to the 
examining officer to ask a question to clarify the problem in his own 
mind. I think that in all probability that may be the basis of the 
observations that instances of that sort have occurred. 

Mr. Miuus. I wonder in how many of the 482 referred to did the 
regional analyst contact the examining officer? 

Mr. Stowe. I have no way of knowing, Congressman. 

Mr. Miuus. Would you dispute a guess that perhaps in each 
instance there had been such contact? 

Mr. Stowsn. I would be inclined to question it. 

Mr. Mitts. How could the regional analyst get a proper under- 
standing of all of the facts without contacting the examining officer? 

Mr. Stowe. He operates on the basis of the written record. It 
is only in those instances where the record is inadequate. 

Mr. Mixus. You mean that he operates on the basis of the written 


record, just as the staff of the joint committee does with respect]to 
refunds? 


Mr. Stows. That is right. ni 

Mr. Miuus. He has no reason for contacting the examining officer? 

Mr. Stowe. Only in the cases where the record is inadequate to 
satisfy him that the adjustment is proper. 

Mr. Mitts. If the advisory group has a point here and you agree 
with that point, would it not be best for this regional analyst to let 
the director of the district take that thing up in the line of command 
without the examining officer feeling that somebody will be breathing 
down his neck, second guessing him every time he makes a settlement? 

Mr. Stowe. Psychologically I agree with you thoroughly, that his 
contact should be with the Chief of the Audit Division or the Chief 
of the Field Audit Branch and not directly with the examining officer. 

Mr. Miutus. There is a line of command running down to the 
district director? 

Mr. Stowe. That is right. 

Mr. De tx. I might make a comment on an experience of mine. 

In the first place I believe that instructions to the regional analysts 
specifically state that they will not, as a matter of their responsi- 
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bility or authority, substitute their judgment as such for the dis- 
trict’s judgment. I believe we have that in the operating instruc- 
tions issued to them. 

Secondly, I think, as a practical matter most of these cases in which 
the regional analyst makes inquiries actually are reviewed in the 
regional office and, therefore, when they have a question, the ques- 
tion is sent by memorandum to the district to get the necessary 
answer. 

Now there are times when a problem is presented by the case, and 
they don’t understand why the man took the view he did and may 
wonder whether there was sufficient information available to him. 
The analysts are also constantly looking to see whether the men at 
the district level have adequate guidance material, and sometimes in 
that connection they will talk to the agents to see what they need, 
or what they are missing if it seems that they are having a consistent 
view on the matter which does not seem to be the proper view. 

So their job is to detect what it is that the man needs to permit 
him to do the proper job. In that case they quite often go around 
discussing with the group chiefs and agents the way they handle cases 
and what materials they need to handle them properly. 

In that situation it is not on a case-by-case basis, but they might 
cite some cases to determine whether the man thought he had enough 
material to permit him to adequately handle the case. 

Mr. Miuus. Let me say this for the record. If the advisory group 
was a little off base with respect to some of its observation sin sub- 
division IV, the reopening of cases, that situation might well result 
from the fact that they themselves would have an exaggerated idea 
of what was transpiring in view of the fact that even though all of 
them are leaders in their field and have been very active in the prac- 
tice of tax law and accounting, their experience must of necessity be 
limited compared to that of the Service as a whole. Nevertheless, in 
view of the standing that they have in their professions and the ac- 
tivity that they are engaged in, their views should be given weight. 

Mr. Stowe. That is precisely why there are differences of opinion 
at times between the Service officials and individual members of the 
professions. You take a large law office. They may not have over 
50 tax cases in the whole year. If one of those is reopened, they think 
it is prevalent practice. We have to look at the fact that we are 
dealing with 2 million tax returns and look at the results of this 
review in terms of what this relationship is to 2 million, not to 25 
or 50 or even 100. 

Mr. Mitts. But the men of the advisory group confine their 
practice largely to the field of taxation. 

Mr. Stowe. That is generally true. 

Mr. Mitts. The situation might be more prominent in their 
practice than in general practice. 

Mr. Stowe. And I think you observed this morning there is a 
human tendency to remember the adverse things rather than the 
good things. We may overlook the fact that 49 went through all 
right, but there was one that was reopened. 

Mr. Mutts. Is there anything to the paragraph at the top of page 26, 
Mr. Stowe, the first full paragraph? 
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Mr. Stowe. The one starting “With respect to the comment above 
on the criteria * * *”’ ? 

Mr. Mitts. Yes. 

Mr. Stowe. I believe, Congressman, that that whole subject is one 
which we have to explore consonant with some of the things that were 
said this morning about the inspection service. I might make the 
observation that the thing that worries people most are the things 
which they don’t know about. It is the unknown with respect to the 
the things they have fear of. 

I think that we will want to give rather careful consideration to 
this suggestion of the committee to see to what extent it will be possible 
for us to do something in the way of disseminating information as to 
the activities in this particular area to allay fears which may exist at 
the present time and which have no real foundation in fact, at least 
as we see it. 

Mr. Mitts. It would take some time to carry out a program after 
its development; would it not? 

Mr. Stows. That is quite true because as has already been observed 
here today and several occasions on which there will be observations 
later on, there are things which appear in this report as to observa- 
tions or criticisms which we believe are matters which have been laid 
at rest, are in repose now, but which have existed in the past. 

Mr. Mitts. You recognize that in the past such a criticism was 
proper. 

Mr. Stows. We have had our labor pains, we are still having them, 
and I suppose we will have them sometime in the future. 

Mr. Mius. Sometime in the past you became cognizant of the need 
for improvement and you began a course of action calculated to 
improve the situation? 

Mr. Stowe. Well, it is a platitude, I know, but it is nonetheless 
true you don’t stand still. You either go forward or go back. We 
are trying to go forward. 

Mr. Mitts. Are there are further questions? Mr. Stam, do you 
have anything else? 

Mr. Stam. I think you discussed the Inspection Service. There 
should be some publicity given to the role of the Inspection Service, 

Mr. Harrineton. I think item 3 on page 26 treats the role of 
inspection on a little different plane or basis than it was treated in 
prior sections of this report, because the subcommittee of the Advisory 
Committee that drafted this apparently discussed it with the people 
in the national office and found they were doing the job as we outlined 
this morning. 

Now their recommendation is that the field inspectors be instructed 
as to the scope of their duties. We talked about that a little while 
ago. I believe you made the statement, or the suggestion. Well, 
they are making a suggestion along the same lines here. 

So it seems to me that unless you wish to do so, we do not need to 
talk about that any further, but we will consider drafting such a 
mimeograph to the field. 

Mr. Mitts. Let us move to subdivision V. 

Mr. Harrineton. There we have, I think a divided team on that 
section; Mr. Stowe from the technical audit standpoint, and Mr. 
Barnes, from the legal standpoint. 
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Mr. Mits. Let me ask you generally before we go on, Mr. Har- 
rington, if we are not now considering a most important function of 
the entire operation of the Service. It occurs to me that the settle- 
ment of civil tax disputes at the lowest possible level is most important 
to both the Government and to the taxpayer. Isn’t that right? 

Mr. Harrineron. Absolutely. 

Mr. Mus. That should be the desired goal. 

Mr. Harrineron. That is the ideal situation. 

Mr. Miis. Can you give us some figures as to the number of cases 
settled for the years 1951 through 1956? Do you have such informa- 
tion readily available? 

Mr. Stowsr. Will you define what you mean by “‘settle,’’ Congress- 
man? 

I am trying to be responsive to your question. 

Mr. Mitts. I know you are. 

Mr. Stowrn. Cases are settled at a variety of levels throughout the 
Service. 

Mr. Mitts. Where both parties agree. 

Mr. Harrineton. Could we not give the number of cases settled in 
be district offices and the number of cases settled by the appellate 
offices? 

Mr. Stowe. Yes. I know we have the figures for appellate, and I 
am hopeful we can get the figures from the audit standpoint. That is 
for the period 1951 to 1955, inclusive. 

Mr. Mitts. 1956 inclusive? 

Mr. Stowe. We will submit that on a fiscal-year basis. 

Mr. Mitts. Yes. 


Exuisit 3.—Audit Division settlement results in examined returns (income, estate, 
and gift taxes) 


Number of examined returns disposed of Agreed 


by Audit Division '! returns as 
Fiscal year ial ct i ct a 
of total 
Total Unagreed 2 Agreed 3 disposals 
691, 864 23, 146 668, 718 96. 65 
508, 015 21, 989 576, 026 06. 32 
4 45, 251 594, 357 92. 93 
1, 469, 418 23, 37 1, 446, 042 98. 41 
1, 737, 463 25, 803 1, 711, 660 98. 51 
2, 143, 390 , 838 2, 113, 552 98. 61 








1 For periods prior to reorganization, settlement results pertaining to collectors’ examinations are not 
available and the figures shown rclate almost exclusively to revenue agents’ examinations. Collectors 
examinations are included only in the relatively few cases where the taxpayer filed a protest and requested 
a hearing in the office of the internal revenue agent in charge or the Technical Staff. 

4 Consists of: (1) nondocketed cases referred to Appellate Division for consideration of protests; (2) docketed 
cases referred to Appellate Division upon filing of Tax Court petition; and (3) other unagreed disposals 
(criminal prosecution cases, bankruptcy cases, interoffice transfers, etc.) 

4 Consists of: (1) returns in which agreements were obtained by Audit Division at time of examination or 
in a subsequent informal conference; (2) returns in which agreements (or payments in full) were received in 
response to Audit Division preliminary notices or statutory notices; and (3) returns closed by Audit Divi- 
sion on the basis of defaulted statutory notices or claim disallowance notices. For periods prior to reorgani- 
zation also includes protested cases settled by revenue agents’ conference sections. 

‘ enone conference section inventories of unagreed cases transferred to Appellate Division at time of 
reorganization. 


Source: Internal Revenue Service, audit production reports form 1250 series and forms 2082. 


Then, Mr. Stowe, I wonder if you could indicate to us how much 
of a delay in settling cases is due to the attitude of the taxpayer and 
how much is due to the attitude of the Government? 

Mr. Harrineton. That is a tough one. 
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Mr. Srowsr. That is really a high, hard one. 

Mr. Mitts. Do not ask me what I mean by delay, but can we do 
something about the delay in settlement? 

Mr. Stown. Well, Congressman, may J approach that in a broad 
way initially and then perhaps we can refine the thing down to the 
point where I can be a little more specifically responsive? 

If I may first I would like to address myself to a statement which 
appears in the last full paragraph on page 29. This says: 

While the Tax Court has in the past reduced its inventory of pending cases, 
it is not without significance that the inventory of cases at the end of the past 
fiscal year had increased by some 461 cases over the preceding fiscal year. 

It is true, as the statement in the report says, that the inventory 
of cases docketed in the Tax Court did increase by 461 over the 
preceding year. 

However, I would like to have the record show that between June 
30, 1953, and June 30, 1956, we reduced that inventory by 2,498 cases. 
In other words, the inventory of docketed cases at June 30, 1953, stood 
at 10,920. At June 30, 1956, it was down to 8,422. 

Mr. Mitts. Does that mean that the Government had to capitulate? 

Mr. Stown. No, sir. It meant that a disposition was effected of 
that many more cases than were being docketed during the same 
period of time. Insome instances we capitulated. In many instances 
the taxpayer capitulated and more commonly, as is generally true in 
this conciliation process, we each gave up something. 

Now on page 33—I am skipping over a couple of things Congress- 
man because I want to go to the question you raised—there is a 
comment with respect to the fact that in some instances taxpayers 
bypass the appellate division when their case is in nondocket status, 
preferring, for reasons which the report attempts to identify, to take 
the statutory notice from the district director and first approach the 
appellate division in docketed status. 

Mr. Mitts. You are saying it is alleged that a taxpayer may not 
fully utilize the means that are available to him short of the Tax 
Court for settlement of a difference with the Government. 

Mr. Stowe. That is right. He either bypasses or jumps over one 
of the administrative settlement steps which is available to him. 

Now in the second full paragraph on page 33 the statement is 
made, after observing that there are these so-called bypass cases, 

This bypassing of the Appellate Division seems to reflect a belief that the tax- 
payer’s position may be prejudiced by an attempt to settle his case in the pre- 
docketed stage. There are undoubtedly a number of reasons for this feeling— 
the inability to obtain prompt consideration of the case, the belief that a settle- 
ment cannot usually be worked out, and the reluctance to risk the raising of new 
issues at this level. 

I would like to address myself to those three points. 

First, the latest figures which are available to me which are as of 
June 30, 1956, show that of the active nondocketed cases in the inven- 
tory of the Appellate Division, 74% percent had been in the Appellate 
Division jurisdiction less than 6 months. An additional 16.7 percent 
had been there less than 1 year. In other words, 91.2 percent of all 
of theactive nondocketed cases in the jurisdiction of the Appellate 
Division had been in that jurisdiction less than 1 year. t at in 
itself may not be entirely significant but if you couple with it the 
fact that the policy is and has been for some time—as a matter of 
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fact, the past 2 years—and that policy is actually operative, the tax- 
payer will be offered a conference on his case within 30 days from, the 
time his case is received in the Appellate Division, I submit to you 
that a belief that they cannot obtain prompt consideration of their 
case would hardly be justified based on those facts. 

Again, based on what has been true in the past, there unquestion- 
ably was justification for that feeling, but it does not exist now. 
There is every effort to see to it that the condition does not arise 
again; in other words, that we will keep that inventory in com- 
pletely current status. 

As a matter of actual fact, the situation is such now that at certain 
seasons of the year the Appellate Division is ready to take up the case 
much sooner than the taxpayer’s representative is. 

Mr. Mitts. I think it would be helpful at this point, Mr. Stowe, 
if you would not just leave it at the set of statistics that you gave us. 
If you can, give us statistics for back years. Perhaps they indicate 
that the Appellate Division is handling settlements more expeditiously 
than formerly. 

If this thought is baseless, let us lay it to rest with statistics. 

Mr. Srowe. Right. I would be very happy to furnish them to 
the extent that they are available, Congressman. 


Exuisits 4.—Disposals of nondocketed and docketed income, profits, estate and gift 
tax cases by the;Regional Appellate Divisions, fiscal years 1951-56 


1956 1955 1954 1953 1952 1951 
Items 
(1) (2) (3) (4) (5) (6) 
Nondocketed cases: 
Total disposals.....................- 13, 088 15, 075 14, 737 11, 674 7, 528 7, 147 
Agreed: 
ee 8, 895 9, 579 10, 631 8, 166 4, 634 4,374 
dn cnnnmsceingasnipemag 68. 0 63. 5 72.1 70.0 1.6 61.2 
Defaulted deficiencies: 
Number of case8...................... 936 1, 267 951 933 802 77 
Percent of total.__............. sebtand 7.2 8.4 6.5 8.0 10.7 10.9 
Unagreed overassessments and claim re- 
jections: 
Number of cases...............-...-.. 781 1, 051 933 576 522 429 
Peveans OF GOtGl .. f.5 2055 occcncnssccden 6.0 7.0 6.3 4.9 6.9 6.0 
Petitioned deficiencies: 
PeUMNNG OL ONGNG. 4.64 ds 6 do bbc cnaesonee 2, 476 3, 178 2, 222 1, 999 1, 571 1, 568 
POROUS UF WOU Miiivcgccusceqesesédacuns 18.9 21.1 15.1 17.1 20.9 21.9 


Docketed cases: 
Total disposals... 2... 2506. .c-s5-6 4, 510 5, 315 6, 858 5, 763 4, 971 4, 941 


Agrced settlements: 
Original consideration: 


Number of cases._............-..- 1, 966 2, 063 3, 165 2, 582 2, 184 , 004 
Percers of Sotelo enencese 43.6 38.8 46.1 44.8 43.9 40. 6 
Reconsideration: 
Number of cases. ................- 1, 557 2, 024 2, 202 1, 647 1, 189 1, 332 
IIS be SSL Los 34.5 38.1 32.1 28. 6 23.9 27.0 
Dismissed or defaulted: 
Pereber OF Cnet... < . 520 cnn deine 186 201 300 520 596 541 
is) gg RES SE ee Se 41 3.8 4.4 9.0 12.0 10.9 
Tried on merits: 
Peer GT GUE. g oak ccddccbedquccege> 801 1, 027 1,191 1,014 1, 002 1, 064 
Percept of total... ii sioesi. il... 17.8 19.3 17.4 17.6 20.2 21.5 








Source: Annual Reports, Commissioner of Internal Revenue, through 1955; 1956 data to be published. 


Mr. Mis. Mr. Stowe, excuse me. Mr. Stam has a point. 

Mr. Stam. There has been some complaint that in the so-called 
pre-90-day status it is hard to get a settlement in that situation until 
after the 90-day petition has been sent out. 
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Mr. Srowr. You are merely anticipating the statement that I 
want to make on that point. 

Mr. Stam. I hadn’t quite completed the statement. The idea was 
that by doing that the appellate staff to some extent wanted to have 
an opportunity to review the matter with the regional counsel who 
was actually going to try the case before the Tax Court and that they 
did not have the benefit of the judgment of the regional counsel in 
the pre-90-day status, situation, but they did have the benefit of his 
judgment after the petition had been filed with the Tax Court. 

Mr. Srowr. If I may address myself to the first part of your state- 
ment, the record shows that of the total dimpaaele of nondocketed 
cases in the fiscal year ended June 30, 1956, 68.8 percent were disposed 
of by agreement in nondocketed status. In an additional 7.2 percent 
there were statutory notices issued but the taxpayer did not file a 
petition with the Tax Court. 

There are an additional 6 percent which represented unagreed 
overassessment and claims cases as to which, as you know, jurisdic- 
tion would not lie with the Tax Court. 

Mr. Stam. Have you a reference as to the amount of revenue 
involved? 


Mr. Stowe. I can give you that, yes, sir. I would be very 
happy to. 


Exuisit 5-A.—Amounts of tax shown in prior findings of nondocketed income, 
profits, estate- and gift-tax cases received, disposed of and on hand in regional 
appellate divisions, fiscal years 1951-56 


[Thousands of dollars] 


' 
1 


1956 1955 1954 1953 1952 1951 
Items 
» | @ (3) (4) (5) (6) 
Perad emeeiiscge era 
Receipts: | 
Deficiency-......... a betwlb ood 351, o 222, 345 143, 012 531, 661 181, 617 163, 882 
PROTEST scmctscined susnticcnceninnncin 34, 2! 18, 664 18, 638 59, 616 19, 910 11, 965 
Overassessment.............-. ers 100, rh 111, 203 37, 240 89, 423 19, 869 21, 439 
Disposals: a] 
I ik boidécesesitinaiieabiignietd il 358, 7 335, 390 269, 436 | 221, 381 193, 833 195, 422 
OMNES. 2 adh scons dah hoon 28, a0 45, 036 32, 079 17, 462 9, 773 6, 704 
Overassessment.......-------------- 140, 859 35, 301 44, 795 29, 578 34, 134 43, 813 
Inventory at end of year: 
Deficiency bdivideshnbnstony i@identbbe 432, 158 439, 291 552, 337 678, 761 368, 481 380, 697 
POR 2255S Faw ATSC TSS 38, 174 32, 479 58, 851 72, 292 30, 138 20, 001 
Overassessmont_.._.......... | 184, 477 | 195,192 | 119,289} 126,844 66, 998 81, 264 





Source: Annual reports, Commissioner of Internal Revenue, through 1955; 1956 data to be published. 
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Exuisit 5-B.— Amounts of tax shown in statutory notice of docketed income, profits, 
estate and gift tax cases received, disposed of and on hand in regional appellate 
divisions, fiscal years 1951-656. 


(Thousands of dollars] 


1956 1955 1954 1953 1952 


Receipts: 
PORMEF i lasicls, 2 BILL $206, 105 $232, 003 | $239,348 | $249,704 | $181, 183 
i Ain htc dninha Shea wgh tnt 31, 422 45, 392 32, 605 57, 237 41, 324 20, 308 


Overassessment.__ .......- 1, 289 1, 654 (640) 1, 889 22, 308 18, 363 
Disposals: 

Deficiency ‘ 198,419 | 315,062 | 232,486 | 171,838 | 149,603 154, 747 

Penalty 39, 170 40, 626 38, 241 17, 121 23, 383 14, 862 

Overassessment 3, 398 21, 060 7, 765 26, 565 15, 159 11, 754 
Inventory at end of year: 

Deficiency 512,896 | 505,211 | 573,547 | 574,031 | 506,521 406, 420 

Penalty 114, 837 110, 071 115, 707 75, 591 7, 650 

Overassessment 12, 917 32, 323 40, 729 65, 406 51, 257 


Source: Annual Repoits, Commissioner of Internal Revenue, through 1955; 1956 data to be published. 


Exursit 5-C.—Amount of tax shown in prior findings of nondocketed income, 
profits, estate and gift tax cases disposed of by regional appellate divisions: By 
method of disposal, fiscal years 1951-56 


[Thousands of dollars] 


1956 1955 


Total disposals $238, 843 | $203,606 | $202, 126 


Deficiency amount 221,381 | 193, 833 195, 422 
Penalty amount 9,773 6, 704 


Closed (agreed and unagreed): 
Amount i 234, 213 210, 572 162, 833 108, 043 126, 836 


Percent of total disposals b (61. 6) (69. 8) (68. 2) (53. 1) (62. 8) 
Deficiency amount 207, 459 189,997 | 152,964 | 102,652 123, 035 
Penalty amount 26, 754 20, 574 5, 391 


Petitioned: 
Amount 146, 213 90, 943 76, 010 95, 563 


Percent of total disposals . (38. 4) (31. 8) (46. 9) (37. 2) 
Deficiency amount._.............. 127, 931 79, 439 68, 417 91, 181 72, 387 
Penalty amount 13, 226 18, 282 11, 504 7, 593 4, 382 2, 903 


Source: Annual reports, Commissioner of Internal Revenue, through 1955; 1956 data to be published. 
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Exuisit 5-D.—Amouni of tax shown in statutory notice of docketed income, profits, 
estate and gift tax cases disposed of by regional appellate divisions by method of 
disposal, fiscal years 1951-56 


[Thousands of dollars] 


(6) 


Total disposals $169, 609 


Deficiency amount 198,419 | 315,062 171,838 | 149,603 | 154, 747 

Penalty amount 39, 170 40, 626 17, 121 23, 383 14, 862 
Agreed settlements: 

Amount 192, 520 | 278,710 147, 055 126, 636 114, 682 


Percent of total disposals_..........._- (81. 0) (78. 3) (77.8) (73. 2) (67. 6) 
Deficiency amount 159,345 | 245, 495 135,349 | 106,825 | 102,842 
Penalty amount 33, 175 33, 215 28, 34 11, 706 19, 811 11, 840 


Dismissed or defaulted: 
Amount " 5, 545 8, 119 4, 610 5, 397 


Percent of total disposals 5 (1.6) . (4. 3) (2. 7) (3. 2) 
Deficiency amount 3, 964 , 993 5, 980 3, 677 ' 
Penalty amount 1, 581 2, 139 933 1,049 


SS 


Tried on merits: 
Amount 39, 152 71, 433 ‘ 33, 785 41,740 49, 530 


Percent of total disposals (16. 5) (20. 1) (17. 9) (24. 1) (29. 2) 
Deficiency amount 34, 364 65, 603 , 509 39, 101 47, 557 
Penalty amount 5, 830 3, 276 2, 639 1,973 


Source: Annual Reports, Commissioner of Internal Revenue, through 1955; 1956 data to be published. 


In other words, of over 13,000 nondocketed cases which were 
considered to a conclusion during that fiscal year, 2,476 or 18.9 percent 
resulted in petitions to the Tax Court. 

I certainly would not sit here and try to tell you that that is the 
optimum in terms of what we would want in the way of settlement, 
but I submit to you, sir, that it does not support any premise that 
there is a lack of disposition or ability to negotiate settlement of cases 
in the nondocketed status. 

As to the second part of Mr. Stam’s statement, the availability of 
the views and advice and assistance of regional counsel is no different 
in nondocketed status than it is in docketed status. I believe I am 
correct in that statement, am I not, Mr. Barnes? 

Mr. Barnzs. The availability, yes. 

Mr. Stowe. That is correct. Iam directing myself at the moment 
to the availability. 

Mr. Barnes. That is correct. 

Mr. Sram. But it is not a joint responsibility before the petition 
has been filed. Once the petition has been filed, it seems to me that 
the regional counsel then directly enters into the case. Isn’t that 
right? 

He has joint responsibility. Prior to that time he can be called in 
but he doesn’t really have any responsibility. He doesn’t have to 
consider the handling of the case before the Tax Court. Isn’t that 
right? 

Mr. Stowe. Only to a certain extent, I think, Mr. Stam, because 
it is the established practice that if the Appellate Division does not 
negotiate a settlement when the case is in nondocketed status, before 
the statutory notice is issued it is turned over to the regional counsel 
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for review and if the regional counsel at that time feels that the 
statutory notice does not represent a defensible position before the 
Tax Court, he is not only at liberty but is urged to take it up with 
the Appellate Division people and bring his views to their attention 
at that time. 

Mr. Mitts. Are his views final, or is it the Appellate Division’s 
views which are final? 

Mr. Stowe. According to the book, it is the Appellate Division 
which has the final view inasmuch as it is the Commissioner’s repre- 
sentative. 

Mr. Baker. He has to approve it; doesn’t he? 

Mr. Mitts. The regional counsel, who is a lawyer, may say “I 
don’t agree legally with this position of the Appellate Division.”’ 
The Appellate Division is not made up by lawyers; isn’t that true? 

Mr. Stowe. Yes; that is true. They are not uniformly lawyers. 
Let us put it that way. 

Mr. Mirus. They can overrule the regional counsel. 

Mr. Baxer. Does the regional counsel have to approve it before 
it is effective? 

Mr. Stowe. He does not have to approve statutory notice, as a 
matter of fact. As a matter of practice, if he disagrees with it, then 
they sit down. 

Mr. Baker. I am thinking about a settlement case. 

Mr. Stowe. The regional counsel must concur in the settlement 
of a docket case before the stipulation is filed with the Tax Court. 

Mr. Baker. It is their joint responsibility in the settlement of a 
docketed case. 

Mr. Stowe. Yes. Frankly, I think a great deal too much has been 
made of this matter of who has jurisdiction, because they work 
together. They work as a team. They are housed together in the 
vast majority of the offices. Practically in every instance that I am 
aware of, there is a complete cooperative operation between the two 
arms of the Service. 

Mr. Baxer. I wonder why you do not apply the same rule as you 
apply to the settlement of a docketed case where you have the benefit 
of a joint decision of a lawyer and tax people. A settlement is a 
settlement, at whatever stage it may be. I thmk Mr. Stam is thinking 
along the line that here is a lawyer who will have to try a case that 
he doesn’t agree with. Is there anything to my thinking that there 
should not be any difference between the settlement, and if the 
—— counsel doesn’t agree, that it is not effective? 

Mr. Ixarp. As a matter of fact, does that ever happen? 

Mr. Baker. In the predocket stage? 

Mr. Srows. Let me answer you in this way, Congressman Baker. 
As to a great many of the nondocketed cases the basic problem is one 
of discovery of all of the essential facts and applying them to find the 
correct answers. In that respect 

Mr. Baker. Rather than legal problems? 

Mr. Stowe. That is correct. In those situations where there are 
basic legal problems, I made the observation a moment ago that it is 
a matter of distinction of jurisdiction which is more fancied than real. 
There is such a close relationship between the representative of the 
Chief Counsel and the representative of the Commissioner in the 

Appellate Division that they are working as a harmonious integrated 
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team. So, except in some rare instances where there are miscarriages, 
which inevitably happen, of course, there is no reason for the tax- 
payer to feel that he is getting something less than the full considera- 
tion to which he is entitled to get a right answer, merely because juris- 
diction technically lies with one rather than the other. 

Mr. Baker. If the regional counsel doesn’t agree, he must try a 
lawsuit that he doesn’t believe in. 

Mr. Srowe. Let me say this, Congressman. I was Director of the 
Appellate Division for 5% years, ont: during that 5% years I do not 
recall one single instance having been brought to my attention where 
the Chief Counsel’s representative was forced to go to trial with a case 
in which he did not believe. 

Mr. Baxer. But he could be. 

Mr. Stowe. Yes, many things could happen. That is why I have 
laid oo emphasis on the practicalities of the situation, the way it really 
works. 

Mr. Baker. You have one rule when it has been docketed which 
requires a joint decision by a staff expert on the facts and a man with 
a legal mind. I don’t know why that same rule would not apply to 
the predocketed case the same as the docketed case. 

r. Mitts. Mr. Baker, if you will turn to page 34 of the report and 
look at paragraph (c), ‘Settlement authority of regional counsel,’’ you 
are agreeing with the recommendation of the advisory group. 

Mr. Baker. I am trying to find some distinction. If there is some 
difference, what is it? Is it the vast number of cases? Is that the 
reason that it should not be done or is there some other reason? 

Mr. Strown. There is a very practical problem in this situation. 

Mr. Baker. That is what I want to hear. 

Mr. Stowe. Of course you recognize, Congressman, I am sure, that 
every single tax return represents a potential lawsuit. Obviously it 
would be utterly impossible to find and employ all the qualified 
attorneys who would be necessary to advise with every examining 
officer and every reviewing officer even with every appellate adviser on 
every case. There is a further matter which is involved in this situa- 
tion which Mr. Barnes and I went into rather extensively with the 
members of the Advisory Group who directed their attention to this 

roblem, which I would much prefer that Mr. Barnes talk about than 

It is the very practical problem of Mr. Barnes securing and retain- 
ing the services of qualified attorneys who have the equivalent knowl- 
edge and experience of the people in the Appellate Division. 

Mr. Barnes, would you discuss that? 

Mr. Baker. I would like Mr. Barnes to tell me, other than let us 
say the practical aspect, although every case is a case, whether pre- 
docketed or after docketing, why there should be one rule requiring 
a joint decision after it is docketed, and another rule that prior to 
that the regional counsel has nothing to say about whether it is a 
proper case. 

Mr. Barnes. Sir, I can’t give you any reason in principle, but 
there is the practical problem that we would have to have considerably 
more lawyers if we were to participate in the settlement of the non- 
docketed cases. That is the practical answer, Mr. Baker. From 
the standpoint of principle, I don’t see any difference. 

Mr. Baker. When the case is docketed does the regional counsel 
sit in on all phases of the thing or just the last of it? 
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Mr. BarRngs. 
attorney sits in. 

Mr. Baker. I can see the practical problem. 

Mr. Muuts. In the predocket stage there is still no evidence that 
the case may go to trial. You are endeavoring at that level, as I 
understand it, Mr. Stowe, to arrive at a settlement short of ‘court 
action. 

Mr. Stowe. That is correct. 

Mr. Muuius. Really, I question whether or not the regional counsel 
or a representative of the regional counsel could contribute much at 
that stage. I may be wrong. Maybe there could be some contribu- 
tion made. Certainly we would have to take into consideration the 
additional expense to see whether or not results made would justify 
the additional! expense. 

Mr. Baxkesr. If you would yield to me, my opinion is that in the 
great majority of cases they don’t hire a lawyer at all. The taxpayer 
doesn’t have a lawyer. He has an accountant who half the time 
doesn’t know any law at all. 

I think the taxpayer should have the benefit of a trained legal mind, 
even though that lawyer works for the Government, just the same as 
after it isdocketed. I don’t know many of them who have lawyers. 

Mr. Mutts. It would be fine if that man representing the regional 
counsel could act in that capacity, but I wonder whe ther or not he 
would act as the adviser to the taxpayer or the adviser to the Appellate 
Division. 

Mr. Baker. That is his duty, the same as the Attorney General or 
the United States attorney. 

Mr. Stowe. By the same token, that is the duty of the Appellate 
Division representative, too, Congressman. 

Mr. Baker. I don’t want us to hire a lot more lawyers down there, 
pun I think the man should have legal advice from the Government’s 

awyer. 

Mr. Mirus. I understand the present theory of the operation, why 
they don’t have it at the predocket stage, but must have it after it is 
docketed. 

Mr. Baker. It is actually in the lawyer’s hand then. 

Mr. Miuts. That is right. 

Mr. Baker. It is his lawsuit. 

Mr. Mitts, It really ought to be in the Appellate Division at that 
point, just as this advisory group suggests, 

Mr. Baker. If we have this other rule it ought to be in the lawyer’s 
hands. 

Mr. Mitts. I agree with you at that point. 

Mr. Baker. The taxpayer doesn’t want to go to the lawsuit. 
They consider it better to pay a thousand dollars or $2,000 more than 
to hire a lawyer. 

(Off the record.) 

Mr. Stowe. Fortunately, Congressman, the fraud cases are a 
relatively small proportion of all the cases that we are talking about 
now. 

Mr. Mutts. Is there anything further that you want to say on this 
point, Mr. Stowe? 

Mr. Baker. One more point and I will quit. 

If you require it in fraud cases it concerns me deeply. ‘Taxpayer 
after taxpayer has talked to me about civil fraud. The next step is 


He is invited to sit in and where he can he or his 
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criminal. They should have the benefit of the judgment at the early 
stage of Government counsel, who ought to do the same thing for the 
taxpayer as he does for the Government. 

Mr. Stowe. Congressman, aren’t you addressing yourself to matters 
which are covered in the final section of the report dealing with fraud 
investigations and specifically subparagraph 7, dealing with the al- 
legations which are made with respect to the activities of the intelli- 
gence agent to conduct the investigations of fraud cases? 

Mr. Baxer. Lam. The taxpayer settles the case, not because he is 
guilty of fraud but because he is accused of fraud. 

Mr. Mitts. Mr. Stowe, have you anything further that you want 
to say on these points? 

Mr. Stowe. There is one further observation I would like to make, 
Congressman, with respect to the third point in this paragraph to 
which I am addressing myself, and that is the alleged reluctance to 
risk raising of new issues at this level, that is, at the appellate level. 

On that score I would like to bring to the attention of the committee 
the fact that in 1953 there was a revenue ruling, No. 266, issued to 
state to the field personnel the policy of the Service with respect to 
negotiation of settlement. It starts out with the statement that we 
are confronted with a seriously congested situation in the Appellate 
Division and in the Tax Court, an that we believe that there is a 


means by which this congestion may be relieved and the number of 
unagreed cases and issues reduced in the future. It states as the 
policy that steps to achieve a settlement of cases at the lowest possible 
level and to make them more attractive to taxpayers and their repre- 
sentatives be consummated by impressing upon group supervisors 
and upon reviewers in the Audit Division that an agreed issue should 


not be reopened and neither should a new issue be raised unless the 
ground for such action is a substantial one and the potential effect 
upon the tax liability is material. 

The foregoing applies also to the reopening of agreed issues and the 
raising of new issues by the Appellate Division. 

I have already given you the figures on the reopening of cases in 
which settlements were negotiated at the Audit Division level. 

I have some figures here—perhaps I am talking like an accountant 
when I should be talking like a lawyer, but I don’t know how else to 
impress the point. 


Mr. Miuus. Your boss is a distinguished accountant. He will 
understand you. 

Mr. Stowe. During the fiscal year ended June 30, 1956, out of 
17,598 cases in which appellate consideration was brought to a con- 
clusion, there were 403 new issues raised. Of those, 86 were raised 
by the taxpayers. Another 21 which were raised by the Appellate 
Division were favorable to the taxpayers. So during that period we 
had something less than 300 issues which were raised and were adverse 
to the taxpayer. Those were clearly within the confines of the re- 
stricted area for reopening as set out in the Commissioner’s policy 
statement of 1953. 

Mr. Mitts. If you have concluded with respect to No. 3, I would 
like to hear you on the reported belief that a settlement cannot be 
worked out usually. Do you have any statistics which will help us 
with respect to that point? Is there a basis for feeling that even 
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though you go to the Appellate Division you don’t accomplish any- 
thing? 

Mr. Stowr. Yes; I have the record here. I think I have already 
stated that during fiscal year 1956 about 18.9 percent of all of the 
nondocketed cases which were brought to a conclusion during that 
year resulted in petitions to Tax Court. 

Mr. Miuus. Those were cases that could not be brought to a con- 
clusion at lower levels? 

Mr. Stowr. That is correct. 

Mr. Mitts. Is there any basis for assuming that appellate divisions 
differ geographically in flexibility of approach. 

Mr. Stowe. There is that possibility; yes. 

Mr. Muits. Is it a fact? 

Mr. Srowz. We have not found any evidence of it. We have 
watched the situation very closely. For instance, these figures which 
I am giving you now are a composite of the figures of the nine regions. 

Mr. Mitts. Let me ask you this specificially. Have you in your 
observation detected any lack of desire to settle or ability to settle 
in the appellate division in Atlanta at any time over the past few years? 

Mr. Stown. No. I would be very happy to submit figures on the 
Atlanta region. 


Exursit 6—-A.— Disposals of nondocketed income, profits, estate, and gift-tax cases by 
the Atlanta regional appellate division, fiscal years 1951-56 


1956 | 1055 | 1954 | 1953! | 19521 | 1951! 
(2) (4) (5) (6) 


Total] disposals 


d: 
Number of cases 
Percent of total 
Defaulted deficiencies: 
Number of cases 
Percent of total 
overassessments and claim rejections: 
Number of cases 
Percent of total 
Petitioned deficiencies: 


Percent of total 


1 Excludes Greensboro until Dec. 31, 1952. 
Source: Internal Revenue Service, Appellate Division Statistics (unpublished). 
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Exutsit 6-B.—Disposals of docketed income, profits, estate, and gift tax cases by 
the Atlanta regional appellate division, fiscal years 1951-56 


1956. | 1955 | 1054 | 19531! | 19521 
(4) (5) 


Total disposals 684 


Agreed settlements: 
Original consideration: 
Number of cases 233 
Percent of total 5 . . 34.1 
Reconsideration: 


118 100 

Percent of total hb 17.2 19.5 
Dismissed or defaulted: 

Number of cases... 87 67 

Percent of total i 5 12.7 13.1 

‘Tried on merits: 
Number of cases 246 152 
Percent of total k é 36.0 29.6 


513 


194 
37.8 


1 Excludes Greensboro till Dee. 31, 1952. 
Source: Internal Revenue Service, Appellate Division Statistics (unpublished). 


Mr. Mitts. How about the Texas appellate division? 


Exuisit 7-A.—Disposals of nondocketed income, profits, estate, and gifi tax cases 
by the Dallas regional appellate division, fiscal years 1951-56 


1956 1955 1954 1953 1952 1951 


Number of cases 
Percent of total 
Defaulted deficiencies: 
Number of cases 
Percent of total 
Unagreed overassessments and claim rejections: 


Percent of total 
Petitioned deficiencies: 
Number of cases 
Percent of total 23.4 11.5 


Source: Internal Revenue Service, Appellate Division Statistics (unpublished). 


Exursit 7-B.—Disposals of docketed income, profits, estate, and gift tax cases by 
the Dallas regional appellate division, fiscal years 1951-56 


1956 1955 1954 1953 1952 1951 


Total disposals 


Agreed settlements: 
Original consideration: 


Percent of total 
Reconsideration: 
Number of cases 
Percent of total 
Dismissed or defaulted: 


Percent of total 

Tried on merits: 
Number of cases 130 
Percent of total J ¥ 19.1 


Source: Internal Revenue Service, Appellate Division Statistics (unpublished). 
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Mr. Stowe. I know of no substantial deviation there. 
Mr. Mrius. You mean it is no more difficult to work out a settle- 
ment with those people there than it is anywhere else? 

Mr. Stows. As I said a moment ago, Congressman, these figures 
are the composite of the figures for all the nine regions. 

Mr. Mitts. I know. 

Mr. Stowe. We receive those figures by regions and by offices, and 
we watch for that precise situation. 

Mr. Miuus. The figures you gave on the overall percentage which 
had been in the Appellate Division for less than a year, 91.2 percent 
was your national average? 

Mr. Stowe. Right, sir. 

Mr. Mitts. Do you find some appellate divisions that do 
not measure up to that national average? 

Mr. Stows. There will be minor deviations among regions, but 
there is no significant deviation. 

Mr. Miuus. Even in the two areas that we have been talking about? 

Mr. Stowe. In neither one of the areas of which you are speaking; 
no, sir. 

Mr. Mutts. So, in your observation, you don’t detect any marked 
difference in any of the divisions with respect to the disposition of 
cases or their willingness to endeavor to settle cases? 

Me. Stowr. We have not seen it. We watch it both statistically 
and also through a continuing program of personal visitation by 
people from the national office. We analyze the condition of the 
inventory and the settlement record based on the statistical reports 
which are coming in to us. I know of no significant deviation in 
either of those areas; in fact, in any of them. Obviously, there will 
be fluctuations. 

Mr. Stam. Couldn’t you have noted, for example, that in some 
situations which would not be reflected in those figures they would go 
direct to trial rather than go to the appellate staff? Some of these 
attorneys have indicated that in some sections they prefer to go right 
to the Tax Court rather than to go through the Appellate Division. 
You would not have any record of that in those figures because they 
would not come before you? 

Mr. Strowr. We have records in this respect, Mr. Stam. We 
know how many cases go to docketed status without having gone to 
the Appellate Division in nondocketed status. As to that, if I may, 
I would like to bring to the attention of the committee that that 
situation has improved immeasurably in the last 4 or 5 years. For 
instance, in the fiscal year ended June 30, 1952, there were 5,300 
petitions filed with the Tax Court on cases which had not been con- 
sidered in the Appellate Division. 

Mr. Mus. That is overall? 

Mr. Stowe. That is overall. This is a national figure. In fiscal 
1956 the number was 2,098. You see, it is about 40 percent of what 
it was in 1953. 

Mr. Mnits. Can you break that down by regions for the record? 

Mr. Srowe. It can be done; yes, sir. 

Mr. Mus. You would conclude from the statistics which you 
have and the observations that you have made of the operation of the 
appellate divisions within the 9 regions that there is no basis for the 
aoe that a settlement cannot usually be worked out on a proper 

asis? 
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Mr. Srowe. I have seen no evidence of it; no, sir. After all, it is 
the basic objective of the organization to settle cases, not to engage in 
litigation. 

Mr. Stowe. As I have indicated, I think the record is a good one, not 
that it is optimum. We expect improvement, and we are getting 
improvement. For example, in fiscal 1956, as I indicated, we secured 
agreed settlements in 68.7 percent of the cases. The average for the 
preceeding 5 years was 66.6. That is an improvement. 

Mr. Mitts. I am really more interested in cases which never reach 
the Appellate Division and go into court, and why it happens. 

Mr. Stowe. On that point, Congressman, may I say that of the 
cases which were considered by the Appellate Division for the first time 
in docketed status, last year nearly 36 percent of them were settled 
by negotiation and stipulation before they were ever put on the Tax 
Court calendar at all. 

Again, of those which were placed on a Tax Court calendar a very, 
very substantial proportion were settled by negotiation and stipula- 
tion before they actually went to trial. 

Actually, of the docketed cases disposed of there is only about 20 
percent that ever actually go to trial. 

There is one point which I would like to bring out in connection 
with the concern of the Advisory Group with respect to the workload 
of the Tax Court. It is pointed out that there are 9,800 dockets 
pending before the Tax Court. If history is any basis or criterion on 
which to judge, we would say that actually out of that 9,800 there 
would be less than 2,000 which will ever go to trial. The rest of them 
will be settled by negotiation. 

Mr. Mitts. Mr. Stowe, I realize fully there is always the possibility 


that the taxpayer may be adamant in his position or that the people 
serving the Government may feel that they have to be adamant in 
this. In such cases there is always justification for believing that 
even the Appellate Division could not bring about a settlement 
because of the condition of minds which prevails. 

The fact that there isn’t final settlement by the Appellate Division 
in such cases does not disturb me as much as that the caaperet elects, 


in some cases, to go directly from the very lowest level of arbitration 
to court and bypass all of the elaborate machinery which has been 
built up to give him his day in the Service short of going to court. 
It disturbs me that the taxpayer elects to do that in so many cases. 
Does the situation vary from region to region? 

Mr. Stowe. We would be very happy to take another look at the 
figures and submit them to you, Congressman. As I say, I have no 
knowledge of any substantial deviation between regions. In view of 
the close coordination which exists between the national office, the 
Appellate Division, and the regional offices, if there was any significant 
variation in the application of policy or attitude or actual performance, 
I am quite certain that it would have come to my attention long 
before this. 
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Exursit 8-A.—Docketed income, profits, estate, and gift tax cases that bypassed the 
Appellate Division in nondocketed status, by region, fiscal year 1956 
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1 Nondocketed and docketed (except docketed cases that received prior appellate consideration). 
2 Total docketed cases received minus docketed cases that reccived prior appellate consideration. 


Source: Internal Revenue Service, Appellate Division statistics (unpublished). 


Exursit 8-B.—Docketed income, profits, estate, and gift tax cases that bypassed the 
Appellate Division in nondocketed status, by region, fiscal year 1955 
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1 Nondocketed and docketed (except docketed cases that received prior appellate consideration). 
2 Total docketed cases received minus docketed cases that received prior appellate consideration. 


Source: Internal Revenue Service, Appellate Division statistics (unpublished). 











Exuisit 8—C.—Docketed income, profits, estale, and gift tax cases that bypassed the 
Appellate Division in nondocketed status, by region, fiscal year 1954 
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1 Nondocketed and docketed (except docketed cases that received prior appellate consideration). 
2 Total docketed cases received minus docketed cases that received prior appellate consideration. 


Source: Internal Revenue Service, Appellate Division statistics (unpublished). 
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Exuisit 8-D.—Docketed income, profits, estate and gift tax cases that bypassed the 
Appellate Division in nondocketed status, by region, fiscal year 1953 
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1 Nondocketed and docketed (except docketed cases that received prior Appellate consideration). 

2 Total docketed cases received minus docketed cases that received prior Appellate consideration. 

3 Receipts include 10,069 cases transferred from internal revenue agent’s conference sections merged into 
Appellate Division during the year under Reorganization Plan No. 1 of 1952. 


Source: Internal Revenue Service, Appellate Division statistics (unpublished). 


Exnibit 8-E.—Docketed income, profits, estate and gift tax cases that bypassed the 
Appellate Division in nondocketed status, by region, fiscal year 1952 
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1 Nondocketed and docketed (except docketed cases that received prior appellate consideration). 
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Source: Internal Revenue Service, Appellate Division statistics (unpublished). 
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Exursit 8-F.— Docketed income, profits, estate and gift tax cases that bypassed the 
Appellate Division in nondocketed status, by region, fiscal year 1961 
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1 Nondocketed and docketed (except docketed cases that received prior appellate consideration). 
3 Total docketed cases received minus docketed cases that received prior appellate consideration. 


Source: Internal Revenue Service, Appellate Division statistics (unpublished). 


Mr. Mitts. Is there anything that the Congress needs to do with 
respect to its responsibilities that would facilitate or better facilitate 
the settlement of these cases short of court? Is there anything that 
we can do? 

Mr. Stowe. Offhand, I can think of nothing, Congressman. We 
are in this situation, as you remarked earlier this morning. From 
biblical times the role of the tax collector has been neither a happy 
one nor a popular one. The settlements cannot be negotiated uni- 
laterally. There must be an agreement by the Government represent- 
ative who is charged with the responsibility of trying to find a right 
answer and the taxpayer who is confronted with the responsibility 
and necessity of having to put some money on the barrelhead if he 
ultimately agrees that there is a deficiency due. 

In that situation it seems to me that as long as the attitude of the 
Service is one of being conciliatory, doing everything within its power 
to properly negotiate settlement and afford the taxpayer the oppor- 
tunity to have a full and fair hearing, then beyond that point it is 
largely a matter of the attitude of the taxpayer with respect to 
recognition of his responsibility. 

Mr. Miuus. That is the thing that disturbs me most, frankly. 
Can we assume, that that is the attitude that prevails throughout? 

Mr. Stowe. Insofar as the attitude of the Service is concerned, I 
am firmly convinced that that is an accurate statement. Again, we 
have five-hundred-odd technical advisers in the regional appellate 
division offices. The personality of men will vary. Their views and 
attitudes with respect to specific issues and cases will vary. We do 
our level best to control that situation, to keep the personality angle 
out of it insofar as it is humanly possible for us to do so. There is a 
close supervision and review of every settlement by the responsible 
officer in charge of each of the offices, but as long as the human equa- 
tion is in this situation I don’t know how we ever can assure absolute 
uniformity. We are doing our level best to get it. In terms of atti- 
tude it has been consistently drummed into those people and they 
are selected in the first instance on the basis that they have the ability 
to approach these things impartially and judicially. We frequently 

















INTERNAL REVENUE ADMINISTRATION 147 


find ourselves confronted with a situation where a man may have 
made an outstanding record as an examining agent, but he is such a 
strong protagonist for his views that he will just not fit into the appel- 
late organization. 

Mr. Muuts. On occasion then, regardless of the position which has 
been taken with respect to the General Counsel, an employee will 
interfere with the possibility of settlement even though the taxpayer 
is contending along lines adopted by the Chief Counsel. 

Mr. Srown. I can only repeat what I have already said. 

Mr. Miuuts. What I am getting at is that I can understand the 
reluctance, perhaps, of the individual in the field to make a settlement 
He might not feel that he is experienced enough to assume the respon- 
sibility even though his position requires the exercise of that responsi- 
bility. He may have, as some people have alleged, a reluctance to 
make a settlement because somebody is breathing down his neck and 
might question him about it. But it is my understanding that these 
people who are in the Appellate Division are old hands at this business. 

Mr. Stowsz. That is right. 

Mr. Mitts. They have been through the mill long enough that they 
certainly are in a position to be possessed of the courage to exercise 
their own judgment. Is that right? 

Mr. Srows. That is true. 

Mr. Mutts. So far as their makeup is concerned individually, they 
should have not only the ability to make a decision but the desire to 
exercise their judgment. 

Mr. Stown. That is precisely right. If I may advert to some of the 
events of past years, the conditions and atmosphere which existed 
during the period which Congressman Kean is so familiar with, if 
there was any lack of courage and intestinal fortitude on the part of 
these people, there would have been a complete breakdown in the 
settlement process because, as I have said before, in dealing with this 
subject the appellate man really never sees a white horse or a black 
horse. They are all gray horses. There is an element of judgment 
and decision in every one of those cases where he has to call his shots. 
They are pretty close decisions in many instances. 

If there was any lack of courage they would have backed away from 
them and thrown the load into the tax court. That didn’t happen. 

Mr. Mitts. Nobody breathes down his neck 

Mr. Stowr. Nobody but his immediate superior, the man whom 
he has to satisfy that he has negotiated a proper settlement. 

Mr. Miuts. But is he going to be questioned by Monday morning 
quarterbacks as to whether he did the right thing? 

Mr. Stowe. No, sir. 

Mr. Mitts. That is the way I had understood it. So there should 
be no fear, as I see it, in that man’s willingness or desire to settle if 
it is possible to settle. 

Mr. Stowe. No,sir. As I said before, we first very carefully screen 
men coming into the organization, the Appellate Division, not only to 
determine that they have the technical qualifications but that they 
have the personal characteristics which are necessary to deal in a con- 
ciliation process. We make mistakes at times. That is inevitable. 

Mr. Miuus. Would there be any possibility of any more settlements 
being made short of court action, Mr. Harrington, if we had here in 
Washington some group to which a taxpayer could come even after 
having had his day before the Appellate Division? 
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Mr. Harrineton. That is a pretty hard question to answer, Mr. 
Mills, not having had any personal experience with it. 

Mr. Mitts. Will you speak just a little louder? 

Mr. Harrincton. My immediate reaction is that it would not 
make much difference, but I think Mr. Stowe has had so much more 
experience than I, he might be better qualified to express an opinion 
than I am. 

Mr. Miuus. I was asking you because you used to belong to an 
organization that at one time prevailed upon me to introduce a bill 
that they had prepared which would have provided an avenue for the 
further consideration, short of court, of these tax differences right here 
in Washington. I am not putting you on the spot or endeavoring to 
put you on thespot. Accountants felt for a number of years that there 
was need for some higher authority to make settlements, and a whole 
lot less formality required even in the Tax Court. It was not thought 
then that such a move was essential to the interests of the taxpayer, 
but now since we do have decentralization and the spreading of 
responsibility into nine regions, I wonder is there any more of a reason 
for a centralized group to act finally than then formally existed. 

Mr. Harrineron. Mr. Mills, I am a little hazy on the background 
of that bill which you introduced. 

Mr. Mitts. For the record, you didn’t talk to me about it. 

Mr. Harrineron. That is right. 

‘ a Srowsn. Do you have reference to the Tax Settlement Board 
ill? 

Mr. Mutts. Yes. 

Mr. Harrineron. Is the accounting profession behind that bill 
now? 

Mr. Mutus. I haven’t talked to them within the past few months, 
om last year or the year before I understood they were still anxious 
about it. 

Mr. Harrinerton. I am not too familiar with the background. 

Mr. Mirus. They thought it gave them further opportunity, I 
think, to bring about a settlement of cases and to obviate the neces- 
sity of going into actual court. 

Mr. Srowe. If I may interject something there, Commissioner, 
I think there was at least a coincidence of timing. At the particular 
time that the accounting profession became interested in the Tax 
Settlement Board bill there was a number of suits pending in the 
courts of the States of New York, Minnesota, California, and later in 
Rhode Island, where accountants had been charged with practicing 
law, and because of the rules of the Tax Court with respect to who may 
appear there as a taxpayer’s representative, there was a substantial 
fear that the accounting profession was going to be barred at the time 
the case went into litigation. 

Mr. Mits. At the time I thought that the appellate procedure 
could be improved, although I was never convinced that we needed 
to take the step proposed in the bill. I think that under reorganiza- 
tion you have formalized the appellate procedure. Perhaps you have 
given them the courage to exercise their judgment to a greater extent 
than they exercised it in the past. The question remains, Should we 
leave the taxpayer with the necessity of having to go from a region 
Appellate Division to court or give him the opportunity to come in 
here where the big boss sits? 
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Mr. Srowr. May I point out, Congressman, that the appellate 
operation has been decentralized since 1938. 

Mr. Mitts. But you had Mr. Morris here as overseer. 

Mr. Stowe. Yes, but not with any authority to decide cases. 

Mr. Mrits. You mean there couldn’t be review in Washington 
in those days? 

Mr. Stown. There was a provision under which he, with the ap- 
proval of the Commissioner, might centralize a case, but that was 
done so rarely and so infrequently that it was more a paper right than 
an actual one. 

Mr. Mutus. I thought it was done any time the taxpayer requested 
that it be done. 

Mr. Srowg. No, sir; that is not true. 

Mr. Mrizs. It wasn’t done upon the taxpayer’s request? 

Mr. Stowgn. No. You see, Congressman, basic in this whole 
decentralization has been the theory that by putting someone out 
there close to the taxpayer, vested with all the authority which the 
Commissioner has, to enter into a final settlement, we tried to give 
the taxpayer the service as close to home as possible and vest in the 
appellate man or the particular technical staff representative, as he 
was known formerly, all the authority which the Commissioner or 
anyone delegated authority by the Commissioner here in Washington 
could have. 

Mr. Mitts. I thought before reorganization a taxpayer could come 
to Mr. Morris if he wanted to and discuss his case and that Mr. Morris 
had the authority to review the file if he wanted to and enter into a 
settlement. 

Mr. Stowz. He had that authority but so far as I know and so far 
as access to any record that I have had it was very rarely invoked. In 
terms of the right of the taxpayer to come in and talk, that exists now 
as it did before. In fact, no later than yesterday afternoon I had a 
discussion with an attorney here in Washington who was somewhat 
disturbed about the treatment of a case in the Appellate Division. 

Mr. Miuus. Under the reorganization could you yourself, as the 
head of operations, enter into a settlement with a taxpayer when the 
Appellate Division had failed to do it? 

Mr. Stowe. It could have been done until 1953 or 1954. After the 
first reorganization, as I recall it—and I am speaking now purely 
from memory—the right of centratization was carried over, but then 
it was subsequently aliminated. 

In other words, the regional Appellate Division was the court of last 
resort from the administrative standpoint. 

Mr. Mitts. Is that the situation today? 

Mr. Stowe. That is the situation which exists today so far as my 
recollection serves me. The National Office of the Appellate Division 
does not have the authority to centralize a case and actually negotiate 
a settlement for itself. 

Mr. Dex. Congressman, I think it should be pointed out that this 
settlement objective is very thoroughly and very zealously supervised. 
I say that to give emphasis to it. In the cases you were referring to, 
there is a continuous analysis of those cases that bypass Appellate 
and go to court, and of the results of court action which may indicate 
we had not taken all possible steps. This is a continuous process of 
reviewing those cases to detect any breakdown or any deviation. 
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The point I would like to make, which I think Mr. Stowe did not 
because of his conservatism, is that he has done a tremendous job in 
picking up these variances between regions and between offices within 
regions and determining whether it is the attitude of the man, the 
technical knowledge he has, and all those things, which have led to the 
present uniform settlement procedures. 

It is a constant, everyday process of reviewing the case itself to see 
what was not done which could have been done to reach settlement. 
I think they have done a marvelous job in that direction and the 
figures you hear are the result of a long process of analysis and training 
the staff and knowing what type of staff person does the best job. 
It isn’t something which has been acquired overnight. As he pointed 
out, this started in 1938. The training of those fieldmen through a 
very high degree of selection brings the result we have today. 

Mr. Miuts. Perhaps the statements which are made to me from 
time to time by lawyers are exaggerated. I don’t know. Maybe I 
hear about only the problem cases. That may be if the few I hear of 
are the total. 

Mr. Dex. Everyone of those which come down, we follow through 
to see if there is any possibility that the fieldmen may not have tried. 
Where this occurs, and there is written complaint that we are not 

iving due weight to some factor, generally it is a close decision. 
ven then those are looked at to see that due weight is given. It is 
&@ continuous process. 

Mr. Mitts. I am sure that most of them are what Mr. Stowe says 
they are, borderline cases. 

I have one further point with respect to this subdivision. It is on 
page 30. Do you have any comments to make with respect to the 
suggestions there made and the statements on the group chief con- 
ference procedure? 

Mr. Stowe. Initially, Congressman, as I understand it, the group 
says that the changes which Commissioner Harrington has recently 
initiated and which are now in the process of activation should be 
given an extended fair trial and then reappraisal. That relates to 
the establishment of the position of conference coordinator, the 
establishment of procedure whereby this conference coordinator will 
review protested cases coming in and assign them to some person who 
in his judgment is competent to handle that particular case or that 
type of issue. 

Beyond that, the advisory group has made a recommendation that 
there be reestablished something akin to the old conference section or 
group, as it was known, in the offices of the internal revenue agent in 
charge prior to reorganization. 

Here I can only express my own view. It would seem to me that 
perhaps sight has been lost of the fact that the establishment of the 
position of conference coordinator and the activation of the procedure 
through assigning to him such staff as is needed, the screening process 
through which he will go in the review of protested cases, and their 
assignment to qualified personnel to act as conferees, does in effect 
accomplish the very thing or will accomplish the very thing which 
they are looking for here in terms of someone to whom they may look 
other than the group supervisor to deal wlth the so-called highly 
complex cases. 

; Mr. Mruus. Let me give you this. This came to my desk the other 
ay. 
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One of the Members of Congress sent me a letter and asked me to 
tell him how to answer it. A taxpayer was very irate. Some agent 
had alleged that he owed more tax than he had paid. He wanted to 
know what he could do about it. It was suggested to him that he 
could go before a group chief. A day and hour was set for him to 
meet a group chief. However, on the date appointed the taxpayer 
discovered that the original agent and the person he had an appoint- 
ment with were one and the same. 

He was as mad as you would expect, thinking he had been given 
the runaround by the Service and he wanted his Congressman to do 
something about it. 

That would naturally make a taxpayer who was uninformed irate, 
to have the man who comes out and presents him with the bill to 
be the fellow that he is told to go see later on. 

Now what I have described is not the group chief procedure we are 
taking about, is it? 

Mr. Stowe. No. That is what it should have been, but apparently 
by reason of some failure of communication it did not come to con- 
summation. In other words, the first man with whom he dealt, I 
assume from what you have said, was the examining officer. 

Mr. Mitts. That is right. 

Mr. Stowe. After the examining officer has completed his investi- 
gation and discussed the adjustments with the taxpayer, if the tax- 
payer indicates he is not in agreement with those adjustments, the 
prescribed process is for there to be prepared a written communication 
to the taxpayer which advises him of the adjustments proposed by 
the examining officer, a short statement of the reasons why these 
adjustments are proposed, and saying that if he does not agree with 
them and will so notify the director’s office he will be afforded an 
opportunity for a conference. 

Mr. Mitts. That all took place in this case. 

Mr. Stowe. Then somebody goofed. 

Mr. Mruts. When he got there the man he saw, the only one in 
the room, was the man who had talked to him initially. 

Mr. Stowe. When he notified the district office that he wanted a 
conference, that notification should have gone to the conference 
coordinator, who should have assigned someone other than the ex- 
amining officer, who might be that man’s group supervisor or some 
other qualified person, to hold that conference with him. 

Mr. Mitts. The point is, Mr. Stowe, he was told by this man the 
second time he saw him he could have had somebody else had he 
requested that he see somebody else. But he said he came back to 
him because he did not request somebody else. All I know is what 
the man said in his letter. The Congressman said he was a good 
fellow and I could rely on what he had said. 

Mr. Stowe. I can only say, as I did before, Congressman, that 
there was some misadventure perhaps by reason of failure of proper 
communication, because if he notified the district office that he wanted 
a conference it would not be with the man with whom he had carried 
on the examination. 

(Discussion off the record.) 

Mr. Stowe. In any event, I would say he certainly had cause for 
complaint if he found himself confronted with the examining officer, 
because that is not what he should have received. 
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Mr. Miuus. That is what he was complaining about. He did not 
think it sounded right. 

Mr. Srowe. It certainly doesn’t. 

Mr. Mrs. Tell us just a little bit what function the group chief 
performs. 

Mr. Stowe. The group supervisor? 

Mr. Miuus. The man that the taxpayer should have gone to see. 
It would have been one individual; would it not? 

Mr. Srowe. Yes, sir. 

Mr. Muius. The first man who contacted him was the examining 
officer. What is the status now of the group chief? 

Mr. Stowe. The group chief is the immediate supervisor of a group 
of examining officers, probably 15 to 20. That is the normal size of 
the group under the group supervisor. 

r. Miuus. Then this first examining officer who came to see him 
was employed in the Texas district office under the group chief. 

Mr. Stows. That is right. His immediate supervisor was the 

oup supervisor who would have that man, plus 14 or 16 or 19 others. 

hat man wears many hats. He is the immediate supervisor. He is 
the technical adviser. He assigns the work to the examining officers. 
He makes a preliminary review of their reports. When called upon, 
he acts as a conferee with the taxpayer before there is a formal position 
taken by the district director as to the tax liability of that particular 
taxpayer. 

Mr. Mitts. In other words, the argument may be washed out after 
seeing him. 

Mr. Stows. That is correct. That is done in order to minimize 
formality, to minimize writing and paperwork. In other words, the 
only thing that is in writing up to that point would be the work papers 
of the examining officer and this thing that we call a 10-day letter, 
which is a notification to the taxpayer that his return or returns have 
been examined and the examining officer proposes these adjustments, 
and these are the reasons why the examining officer proposes the 
adjustments. If the taxpayer is not in agreement with them, upon 
notification to the district director he will be afforded an opportunity 
for a conference either before that group supervisor or under the 
rearrangement which Commissioner Harrington has instituted that 
protest will go through the conference coordinator who will assign 
someone other than the group chief. 

Mr. Mitts. At that point the group chief and the taxpayer settle 
the issue on a compromise basis? 

Mr. Stowe. Yes; they do. That is the purpose of it, to get that 
settlement at the earliest level possible. In other words, if the exam- 
ining officer cannot do it, then he has a chance to sit with the group 
supervisor and attempt to settle the case at that level. 

Mr. Mutts. In other words, the settlement might and should occur 
before the district director has an opportunity to issue a deficiency? 

Mr. Stowe. Right. That is precisely the way the thing is designed 
to operate. 

Mr. Mitus. Who investigates his actions? 

Mr. Stowe. The group supervisor? 

Mr. Mitts. Yes. 

Mr. Stows. If the group supervisor negotiates a settlement of the 
case which is at variance with the recommendations of the examining 
officer, he writes a memorandum for the record stating what changes 
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he made. That is given to the examining officer who incorporates 
those changes in his report, which is then the formal document. 

Mr. Mitts. That goes to the director; does it? 

Mr. Stownz. That goes first to the review staff in the director’s 
office, where it is reviewed for legal and technical accuracy. If it is 
approved in the review staff, a copy of that report is furnished the 
taxpayer and the thing then moves on to the collection division for 
the assessment of the Seiaienay which has been agreed upon. 

Mr. Mitts. Let us look at the group chief. What is his pay 
schedule, Mr. Stowe? 

Mr. Stowr. The group chiefs, I think, in the main are in grade 13. 
There perhaps may be some in 12, but in major part they are in 13. 

Mr. Mitts. What qualification does he have to have in order to 
hold the job? 

Mr. Stowe. He is a man who has come up through the ranks. 
He started out as an examining officer. He has demonstrated 

Mr. Muitus. Could he have been a field agent? 

Mr. Stowe. That is what I mean when I say examining officer. 
He has been a field agent. By reason of the work that he has done 
there, plus the fact that he has domonstrated that he has qualities 
of leadership—in other words, he is not only a good technician but he 
has qualities of leadership—is then selected to supervise the work of a 
group of field agents. 

Mr. Mitts. What if my return as a taxpayer is questioned, on an 
issue involving some very intricate and very technical question? 
Perhaps the man assigned has not had a whole lot of experience with 
the issue. Does he go ahead and try to make a settlement anyway? 

Mr. Stowe. It was primarily to correct the possible inequity of 
that kind which motivated Commissioner Harrington in some measure, 
at least, to set up this position of conference coordinator. There 
were complaints that, under the initial setup, group supervisors were 
being called upon to sit in judgment on issues as to which they did 
not have peculiar qualifications. The conference coordinator, in his 
review of the request of taxpayers for conferences, will take into 
consideration the nature of the issues which are being raised by the 
field agent, and then look at the available personnel in the office to 
find the man who is most qualified in that particular area. 

Mr. Miuus. Then under existing procedures, he may decide to 
designate some other individual to hear that case? 

Mr. Stowe. Quite right; depending upon the nature of the issues 
in the case, he will, and it is his responsibility to determine the best 
qualified person available as the person to sit with the taxpayer and 
discuss the issues and attempt to negotiate a settlement. 

Mr. Miuus. From the point of view of administration is it deemed 
that that is the advisable way to do it, in preference to a conference 
of several individuals sitting in with the taxpayer? 

Mr. Stowe. Of course, that has been one of the most controversial 
aspects of the reorganization, as I see it. 

Mr. Mitts. Pardon me for interrupting, but I am talking still in 
terms of the technical type of case. 

Mr. Stowe. It has been charged that, on the one hand, group 
chiefs were overburdened and had too much work to spend the time 
necessary to do the requisite technical research. It also has: been 
charged that it placed an undue burden on the:man, that because of 
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his close proximity with the field agent who raised the issues and 
because the field agent may have consulted with him before he made 
his decision, that we are putting him in an impossible situation in 
that he has to sit as judge on the very things as to which he may have 
participated in making the initial decision. 

Mr. Mitts. In some rare cases he may have prejudged it before he 
heard it. 

Mr. Stowe. That is right. That has been charged in numerous 
cases. There has been the further allegation that these men may 
not have had the experience or trainnig in certain peculiar provisions 
of the statute that was requisite to a proper disposition of the issue. 

Mr. Mitts. It also has been charged that he may be simply reluct- 
ant to overrule the examining officer. 

Mr. Srowr. That is part and parcel of the problem of proximity to 
the examining officer whom he is immediately supervising. 

The step which Commissioner Harrington initiated, setting up this 
conference coordinator, should correct those difficulties because if the 
issues are of such a nature that the immediate group supervisor who 
would be concerned in the old setup is not fully qualified, then the 
conference coordinator has access to any trained and experienced 
personnel in this office to deal with that issue or that case. 

Mr. Mius. Pardon me for interrupting again, but how does the 
conference coordinator program work? Is this directive of Com- 
missioner Harrington’s to the district director to set up the post of 
conference coordinator dependent upon the judgment of the district 
director that such a post is needed? 

Mr. Harrineton. He does not have unlimited exercise of judgment 
as to what is needed. We told him to set up the position except in 
those smaller offices where the chief of audit could handle it. He was 
told to provide a coordinator for informal conferences. 

Mr. Miuts. You have 64 district offices. You say you told them 
to set them up except in the smaller ones. How many? 

Mr. Harrineron. In the smaller offices it may not be necessary 
because the chief of audit can take it on in addition to his regular 
duties. 

Mr. Mius. Out of the 64, how many will have this new post? 

Mr. Harrineton. Do you know offhand, Cliff? 

The larger offices would have them certainly, and in fact probably 
some of the very large offices, like Chicago and New York, may need 
a coordinator with 2 or 3 assistants. So it depends on the volume 
of work. In many of the smaller offices, where there are less than 
100 field agents, the Chief of Audit can assume that responsibility. 

Judgment is to be exercised as to whether in a particular case it is 
necessary to create a coordinator because the chief of audit had too 
much work to do to take it on himself. 

Mr. Mitts. The director at Little Rock, for example, appoints a 
man to that position. What would he tell him his responsibilities 
and tasks were? 

Mr. Harrineron. Will you explain the responsibilities of the 
coordinator, Cliff? 

Mr. Srowe. Yes, sir. Before the 10-day letter is issued to the 
taxpayer which represents the proposed findings of the examining 
officer the conference coordinator goes through an initial review to 
make certain that there is a prima facie basis for the adjustments 
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and that they have been sufficiently identified and described to 
permit the taxpayer to understand what is proposed to be done. 

Secondly, when and if the taxpayer states that he wants a con- 
ference, the conference coordinator receives that communication and 
then makes the assignment of the case to a group supervisor or @ 
member of his immediate staff if the office is large enough for him to 
have a staff, or some other qualified person in the office to handle that 
particular case. 

Mr. Mitts. Would the conference coordinator supersede the group 
chief or would the group chief continue on? 

Mr. Stowe. He would continue on. 

Mr. Mitts. He would handle cases which did not involve require- 
ments for a higher technical knowledge. ‘Those technical cases would 
go to the conference coordinator for a conference. 

Mr. Stows. That is right. The principal accomplishment of the 
thing, as I see it, is to make certain that someone other than any 

erson who had immediate contact with the investigation makes an 
initial determination on a prima facie basis for the judgment, that it is 
adequately explained, and secondly to assure the taxpayer that he 
has a competent person to sit with for the purpose of that preliminary 
discussion or conference at the first level. 

Mr. Mruts. But the conference coordinator would not be charged 
with the initial examination of that return? 

Mr. Stowe. No. The conference coordinator would be com- 
pletely divorced from any examination responsibility or immediate 
earn over examining returns. 

r. Mumus. You have done that, Mr. Harrington, to answer the 
argument that the group chief may be too heavily burdened already, 
that he may not be sufficiently informed with respect to the intricate 
type of case on which somebody should be able to pass judgment 
before the deficiency is actually issued? 

Mr. Harrineton. Yes; to correct that situation, and also one of 
the primary purposes of it was to reestablish the element of control 
over informal conferences. 

Prior to this order, if my recollection serves me correctly, the in- 
formal conference was very informal indeed. It was set up by con- 
sultation with the agent, who arranged to have the group supervisor 
meet with the taxpayer. So the responsibility for arranging informal 
conferences was pretty much in the hands of the examining agent or 
his group chief. Now what we have done is to introduce the element 
of control, so that we have one man in the office whose responsibility 
is to control these informal conferences from the time they originate 
with a request from the taxpayer until the conference is over and the 
decision is made as to what is going to be done. He examines the 
request and, based on the request and the issues involved, he makes 
the assignment. He examines the letters that go out to the taxpayer. 
He has to approve those. I believe also, Cliff, doesn’t he have to 
approve the report which goes to the appellate division? 

Mr. Stowe. Yes; that is an additional responsibility, Commis- 
sioner. If after decision has been made by the district director and 
he notifies the taxpayer through a so-called preliminary notice or 30- 
dlay letter, the taxpayer then files a forma! written protest, the con- 
ference coordinator will screen those protests and make a determina- 
tion as to whether any new facts or evidences have been adduced 
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which would justify returning the case to the examining officer to 
reconsider in the light of the new evidence or facts. 

Mr. Miutus. At that point; the determination by the conference 
coordinator is reviewed by the district director before the district 
director decides finally to issue or not to issue a deficiency notice. Is 
that right? 

Mr. Stowe. It is done for the district director by: his review staff. 

Mr. Mutts. Is that what the advisory group is referrmg, Mr. Har- 
rington, at the bottom of page 31 where they say in the last sentence 
beginning on that page: 

Furthermore, determinations of the conference coordinator and his staff in 
these cases should be subject only to postreview and not subject to the review 
staff approval required for settlements by the group chief. 

Mr. Harrineton. Yes; that is what they are referring to. They 

make a statement above that, as a prelude to this statement, which 
is slightly in error. They say— 
In order to settle even the complex and larger cases at the district director’s level, 
the conference coordinator and his ‘staff should be given substantially the same 
final settlement authority as was given the conference group prior to the re- 
organization. 

The conference group prior to the reorganization did not have final 
settlement authority. Their work was subject to review by the 
technical staff. So they did not have final authority before the re- 
organization. 

Mr. Stown. May I correct that? It was subject to review by the 
chief conferee in the office. 

Mr. Harrineton. Subject to review by the chief conferee. So 
there was a review after this settlement had been negotiated. It was 
subject to review under the old conference setup. 

Mr. Mus. I wonder if there is justification for the thought of the 
advisory group on this point. You instituted the conference coordi- 
nator procedure apparently because you had felt that, within the dis- 
trict offices, there might be need for some more expert or technical 
advice to handle the highly technical questions. If that man is found 
and he performs his function and files a written statement and mem- 
orandum setting forth his position on each issue raised by the examin- 
ing agent with respect to both the facts and the supporting legal 
authorities, should his report then be reviewed and possibly upset by 
the group which works under the district director? 

The advisory group evidently has reached the conclusion that possi- 
bility exists that procedures will nullify both your good judgment in 
instituting the coordinator procedure and the work of a coordinator. 

Mr. Stowe. May I answer that, Commissioner? 

Mr. Harrineton. Go ahead. 

Mr. Srowe. First, you appreciate, Congressman, that the decisions 
are not going to be made by the conference coordinator in the normal 
course of events. He will assign some group supervisor or other 
agent in the office to make the determination at that level. To give 
finality to that decision without any review whatsoever would leave 
that final settlement authority at such a low level and dispersed to 
such a degree I am afraid we would lose the element of control whicb 
should be there. 

Mr. Mitts. From the point of view of line organization and admin- 
istration I can understand your point, but you instituted the program 
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because you evidently became impressed with the need for a qualified 
man to do this job. 

Mr. Harrineton. He is primarily a coordinator, Mr. Mills. He 
does not actually handle cases himself or sit in on cases except in 
unusual circumstances where his particular ability is required to 
handle certain issues. 

Mr. Mitts. He picks a man to do it. 

Mr. Harrineton. That is right, he assigns the man, but he does 
not review the case after he assigns the man. His job is done then, 
except to review the report which goes through to see that the case is 
properly processed. 

Mr. Miuts. We are not talking about the simple case. You have 
him there because there are cases which come up involving fact and: 
law of such a technical nature that an expert is needed to make a 
decision with respect to whether or not a deficiency should be issued. 
He renders that decision and he supports it by memorandum and 
legal authorities. Should we, because he is handling somewhat the 
same type of case that the group chief handles, impose upon his 
judgment the same limitations we impose upon the group chiefs? 

Mr. Harrineron. I do not think he makes decisions. 

Mr. Stown. Not on cases as such, no. In fact, really, you see, 
the function of this man is to act as an assignment officer in order 
to make certain that the most competent person is made available for 
the representative of the district director in the conference. 

Mr. Miuts. Let me understand this clearly. You say he is not 
assing judgments. He is looking at the examining officer’s report. 
he examining officer looks at the return and the conclusion that the 

taxpayer has failed to pay his tax is reached on a very technical issue. 
The coordinator reviews the examining officer’s report and recommen- 
dation, doesn’t he? 

Mr. Stowe. There is no report at that point. 

Mr. Mitts. It may not be a report. Whatever it is that he files, 
which is reviewed by this coordinator. 

Mr. Stowe. That is right. 

Mr. Mitts. The coordinator reaches the conclusion that the 
examining officer is right or wrong? 

Mr. Stowe. No. 

Mr. Mius. What does he do? 

Mr. Stowe. That is our point of departure. I am afraid I haven’t 
made that clear. I indicated that, when he receives this 10-day form 
which merely enumerates the proposed adjustments and has a very 
brief explanation of the reasons for it, his only function at that point 
is to determine that prima facie on the basis of the explanation there is 
a justification for the adjustment and that the explanation is adequate 
for the taxpayer to understand what is proposed. He is not passin 
in judgment on the issue because it is the function of the man who wil 
sit with the taxpayer, hear the taxpayer’s arguments, and receive his 
presentation of facts in evidence, to weigh the thing for purposes of 
decision. 

Mr. Mitts. Are you talking about the procedure which the Com- 
missioner corrected by the appointment of coordinators, or are you 
talking about the situation which exists today? 

Mr. Stowe. I am talking about the situation of the conference 
coordinator as presently constituted and as he is supposed to operate. 
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Mr. Mitts. That is as it is presently constituted. What about the 
staff recommendation here? That is not the situation. 

Mr. Stowe. No. 

Mr. Miuus. What is the virtue of the implementation of this situa- 
tion by the staff recommendation? 

Mr. Stowe. The staff recommendation, as I understand it, Con- 
gressman, is in effect that there be reestablished a formal group such 
as existed prior to reorganization who will deal only with conferences, 
who will get a written protest from the taxpayer and sit with the 
taxpayer and hear his argument and make a decision as to the way 
the decision should go as to each issue which is in controversy. The 
conference coordinator functions in some measure as did the chief 
conferce of the old conference section in that he receives the docu- 
ments and makes the assignment of the case to a person who in his 
judgment is best qualified to sit with the taxpayer and receive his 
seiienne! hear his arguments, and make the decision. 

Mr. Mitts. You do not contemplate an enlargement to encompass 
the suggestion of the advisory group? You have not reached any 
conclusion on that? 

Mr. Harrincton. We considered that, Mr. Mills, when we set up 
the conference coordinator program, and we discarded it, not that we 
did not think it had some merit but because we wanted to try this 
present plan and see if it would work, because it was a much less 
expensive way for the taxpayer to get his problem solved. I think I 
see what the difficulty is. When they make that comment about 
giving the conference coordinator final authority they are referring to 
their recommendation, that the class 2 cases be given to the conference 
coordinator to handle the same as in the old conference section. 

When we had the conference section in the old days it required the 
taxpayer to file briefs with the conferees and it required the scheduling 
of a conference which was a definitely formal affair. It was expensive 
for the taxpayer, much more expensive than this is. What we are 
trying to do is to take the informal conference procedure and make 
it work more effectively than it was working in the past, taking cog- 
nizance of the recommendations of the bar association’s committee 
which came to see us. 

This is a middle-of-the-road approach or conciliation of the two 
points of view. In other words, it is halfway between the formal 
conference staff and the purely informal conference procedure which 
existed before. As I said before, the informal conference procedure 
was most informal. In that case the agent would say to the taxpayer, 
“You can have an informal conference. Come on down whenever 
it is convenient and | will get my group chief in and we will sit down 
and talk about it.” That meant that only his group chief would 
participate in that particular conference. 

We recognized that that group chicf might have prejudged the 
issues. He might have some prejudices on the case. Therefore, it 
might not be fair to the taxpayer to have him conducting his con- 
fenence. Yet there was no alternative because that was the way it 
was set up. 

Now what we are doing is to say in effect to the taxpayer, “You 
don’t necessarily have to take your case before the group chief who 
has already reviewed and passed on it. If you want to or if we think 
it advisable because of the complexity of the issues involved, we are 
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going to assign another man to act as the group chief or the conferee 
in this case with the examining agent.” 


So we have formalized it to the extent of setting up a control 
mechanism. 

Mr. Mus. Is the coordinator the one who will designate the 
person? 

Mr. Harrineton. He is the assignment officer. 

Mr. Miuus. Somebody under the coordinator? 

Mr. Harrineton. Not necessarily under the coordinator. _The 
man who will be assigned will be a man working under the chief of 
audit. He will be in the audit division. The conference coordinator 
is either the chief of audit himself, or a man who is responsible to the 
chief of the audit division. The conference coordinator looks at the 
cases and sees what the issues are. His job is to see that the proper 
person in the office is designated to sit in with the taxpayer and the 
examining officer to make sure that a qualified man reviews the case. 

Mr. Mutts. He is presumed to be in position then, to know which 
of these men has the qualifications to talk to the taxpayer about a 
technical case rather than doing it himself? 

Mr. Harrineton. That is right. He doesn’t do it himself at all 
except on occasions where because of his own peculiar ability or skill 
he decides that he should sit on the case himself, but normally he is 
merely an assignment officer. He says, ‘Bill Jones, I want you to 
handle this conference which is set for 10 o’clock Monday morning.” 

Mr. Mis. It would occur to me that out of this second group 
“Cases involving large amounts of tax or complex factual or technica 
issues,’ you do find, as this group said, cases for court or for the 
Appellate Division, and there might be justification for some further 
consideration of the procedures that are to be followed within the 
district office preliminary to the issuance of a deficiency notice, in the 
hope that some of the complicated cases can be taken care of rather 
than let them go on the way to the Appellate Division or into the 
courts. 

Mr. Harrineton. We think that this procedure will cure that 
objection. We hope it will. 

The one sentence in here that I like and which I would like to hang 
my hat on is this one, in the first full paragraph on page 31: 

“This group feels that those basic procedures should be given an 
extended fair trial and then reappraised.”’ 

That is exactly what we would like to do and what we plan to do. 
We will reappraise them. This plan has been in effect only a few 
months. After we have had some experience with it we will reappraise 
it and if it is not working, we will change it. 

I might say, Mr. Mills, that when we established the conference 
coordinator method we were not starting out on a brand new practice, 
because actually our New York office has been operating on this basis 
for several years, and we have had some experience with it and it 
worked very well. 

Mr. Mus. You mean Mr. Krigbaum’s district? 

Mr. Harrineron. Yes. It has been using this procedure for sev- 
eral years and it has worked. So it was not an untried experiment. 

(Discussion off the record.) 

Mr. Harrinetron. We feel we want the opportunity to try this plan 
out. It has been going only a little while and hasn’t really gotten 
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rolling yet. Before we make any changes we would want to have a 
chance to get experience with it and then reappraise it. 

Mr. Mus. Just one further question on this segment of the report. 

What is your thinking with respect to the recommendation of the 
advisory group to eliminate separate group chief conference reports? 

Mr. Stowe. I will express my personal view. Iam not particularly 
sympathetic with that, Congressman, for this reason: That record in 
the first instance is the record of the decision of the group supervisor 
or conferee which will be reflected in the only report which goes in the 
record of the examining officer. There may be differences of opinion 
between the examining officer and the conferee, and in those circum- 
stances I do not believe that it is right and proper that the examining 
officer be charged with the sole responsibility on the record of a deci- 
sion which he did not make and in which he may not necessarily concur. 

Secondly, as to those cases with respect to which there is no final 
agreement at that conference level, that record by the group super- 
visor and the reasons therefor is a very necessary and important sup- 
plement to the rest of the record which will go to the Appellate Divi- 
sion for the purpose of determining what decisions were made at that 
level and the reasons therefor. 

Again, I think this thing is somewhat out of perspective. As to the 
relatively simple issues which of course are the predominant ones; 
the size or quantity of the record which the group chief has made 
should not be an onerous one. In the larger and more important cases 
where the amount of writing which he has to do may involve some 
expenditure of time, I think the thing is sufficiently important so 
that a written record should be made. 

Mr. Mutts. Is it fair, then, to conclude, Mr. Harrington, that you 
and those with you today find little with which you do agree in this 
division, subdivision V, on civil settlement procedures? You find 
little with which you agree insofar as the recommendations of this 
group are concerned. 

Mr. Harrineton. That is correct? 

Do you want to comment on that, John? 

Mr. Barnes. No. Most of it is Mr. Stowe’s area. 

Mr. Mitts. That is a fair summary for us to make? 

Mr. Harrineton. Yes. 

Mr. Mitts. It is now time for the committee to adjourn. Would 
it be convenient, Mr. Harrington, for you to be back in the morning? 

Mr. Harrineron. Surely. 

Mr. Mitts. Let us adjourn until 10 o’clock in the morning. 

(Whereupon, at 5:22 p. m., a recess was taken until 10 a. m., the 
following day.) 
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House or REPRESENTATIVES, 
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OF THE CoMMITTEE ON Ways AND MEANs, 
Washington, D. C. 


EXECUTIVE SESSION 


The subcommittee met, pursuant to adjournment, at 10 a. m. in 
the main committee room, the Honorable Wilbur Mills (chairman of 
the subcommittee) presiding. 

Mr. Mitts. The subcommittee will please come to order. 


STATEMENTS OF RUSSELL C. HARRINGTON, COMMISSIONER; 
0. GORDON DELK, DEPUTY COMMISSIONER; CLIFFORD W, 
STOWE, ASSISTANT COMMISSIONER (OPERATIONS); J. F. 
WINKLE, ASSISTANT COMMISSIONER (TECHNICAL); JOHN P. 
BARNES, CHIEF COUNSEL; HAROLD T. SWARTZ, DIRECTOR, 
TAX RULINGS DIVISION; RUDOLPH HERZOG, ASSISTANT CHIEF 
COUNSEL; RILEY CAMPBELL, ASSISTANT CHIEF COUNSEL 
OF THE INTERNAL REVENUE SERVICE AND DAN THROOP 
SMITH, DEPUTY TO THE SECRETARY OF THE TREASURY. 


Mr. Muus. Mr. Harrington, we have reached subdivision VI. We 
would like to have your statement with respect to that subdivision 
first. 

Mr. Harrineron. I would like to turn that over to the Chief 
Counsel, Mr. Barnes. 

Mr. Mus. Mr. Barnes. 

Mr. Barnes. Mr. Mills and gentlemen of the committee, the state- 
ment of general principles and policies respecting litigation that are 
set out beginning on page 37 and ending at the middle of page 40 of 
the report seems to us to be in the main fair and sound. I believe that 
in the litigation policies that we attempt to follow in the bureau we 
pretty much apply or try to apply these principles and policies. We 
realize it is not in the interest of the Revenue or the public to have 
uncertainty. It is our endeavor and our hope to resolve uncertainty 
as soon as possible. Certainly in the regulations the attempt is made 
to fill in these gaps that are spoken of here in section (c) according to a 
reasonable and fair construction of the law. Mr. Smith is here from 
the Treasury and he knows that. 

I have seen something of this process. I know of the painstakin 
and earnest effort that goes into the drafting of the regulations. i 
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think certainly the attempt is made to avoid arbitrary positions, to 
incorporate in the regulations interpretations and constructions of the 
law that are sound and defensible. 

So far as the policies at the litigation stage are concerned, I can 
speak with considerable knowledge, I believe, on that subject because 
that is a matter that is within the peculiar jurisdiction of the Chief 
Counsel’s Office. 

I do not believe that there is any problem which causes more con- 
cern to the Chief Counsel’s Office and the Service and the Treasury 
than this problem of when to give up litigating an issue. 

I can say this to you. Time and again we have had lengthy 
discussions in the staff meetings of the Chief Counsel as to whether 
we should cease to litigate a particular issue. The decision on that, 
I assure you, is not a matter that is arrived at and decided lightly. 

Mr. Miuus. May I interpose a question? 

Mr. Barnes. Yes. 

Mr. Mitts. What exactly is the policy of the Service and Treasury 
Department with respect to ligitation? Is it the same today as, say, 
in 1927 when the then Secretary of the Treasury reported to the 
joint committee his observations with respect to this matter? Is the 
field of administration still a legal battlefield as far as the income tax 
is concerned? 

Mr. Barnes. My impression, Mr. Mills, is that although there is 
a lot of litigation today that there is not the same situation there 
was back in 1927. 

Mr. Miuus. You mean there is not the same percentage of litiga- 
tion today as existed then comparatively? 

Mr. Barnes. I believe that. I would like to point this out in 
that connection. In discussion of settlements, yesterday I believe 
Mr. Stowe said about 80 percent of the nondocketed cases were 
settled. Is that right? 

Mr. Stowe. Sixty-eight percent. 

Mr. Barnes. Sixty-eight percent of the nondocketed cases were 
settled and about 80 percent of the docketed cases in the Tax Court 
are settled. 

Mr. Mitts. Is it still the thought within the Service that the collec- 
tion of revenue is primarily an administrative and not a judicial 
problem? 

Mr. Barnes. I think that is a fair statement. 

Mr. Mitts. You strive to maintain it as an administrative and not a 
judicial problem? 

Mr. Barngs. There is no doubt about that. 

Mr. Mitts. That is the basic underlying policy on which we operate 
today? 

Mr. Barnes. I think that it more true today than it was then. 

Mr. Mitus. Whenever administrative application can be made it 
will be made and judicial action is only the last resort? 

Mr. Barnes. That is right, sir. 

Mr. Mis. And it is not even welcomed as a last resort, I take it? 

Mr. Barngs. I would say that is correct, sir. 

Mr. Mitus. What is the underlying thought back of the alleged re- 
luctance to an accept adverse decision of a court? 

Conversely, I know of a case that came to our attention some time 
ago where the Treasury took a position. That position was upheld 
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by the Tax Court and by the court of appeals. The Treasury then 
abandoned its position and confessed error when the case was in the 
Supreme Court. 

That is nothing you had anything to do with, but you know perhaps 
the case I am referring to. 

Unwillingness to accept an adverse court decision would be one of 
your prime reasons for having litigation. Where an attorney for a 
taxpayer thought the court had decided the law on facts square with 
his own, in his jurisdiction, he would not agree to anything less than 
the court should prevail and would nat y go to court again. 

Mr. Barnes. Mr. Mills, we acquiesce in something over 80 percent 
of the adverse decisions by the Tax Court. 

Furthermore, we have a policy of abandoning litigation of an issue 
when we have lost the issue in two circuits. That is, two courts of 
appeal. That iss policy. It cannot be a hard and fast rule. Your 
advisory committee itself, in its recommendations, recognizes that 
there can be no hard and fast rule of abandoning litigation after the 
loss in two circuits. But we do try to follow that policy wherever it 
is possible. Sometimes there are circumstances that make it unwise 
or inadvisable to follow. 

Mr. Mitus. I guess I would be just as hardheaded as anybody that 
could be found anywhere if I were in the Service’ shoes and I thought 
the Tax Court had incorrectly interpreted the law. But if I repre- 
sented a taxpayer and my client willing, I would take it higher to win. 

You people have to make the decision, of course, as to whether or 
not an adverse case in the Tax Court shall be litigated further? 

Mr. Barnzs. Pardon me. We only make the recommendation. 

Mr. Mits. In the Service you do? 

Mr. Barnes. We make the recommendation and the Department 
of Justice makes the final decision as to an appeal or no appeal. 

Mr. Mutts. Is that some of the difficulty? 

Mr. Barnes. Well, I would say to some extent, although by and 
large the Department of Justice goes along with us pretty well. 

Mr. Mutts. In a civil lawsuit involving a tax matter, suppose you 
should decide that there should be appeal taken from the Tax Court 
and so advise the Department of Justice. Would the Department of 
Justice have any authority not to take the appeal, if so, do they exer- 
cise that authority? 

Mr. Barnes. Yes, sir, they have the authority and they exercise 
it. We only make recommendations to them. 

You asked me about the authority and whether it is exercised. 
May I make this comment? It is not intended to be critical of the 
Department of Justice or any of the attorneys. But I believe by and 
large there is some difference in their approach to this question of 
appeal or no appeal and the approach of the lawyers in the Service. 
The Department of Justice attorneys in these cases are the attorneys 
who are going to go in and defend. I think they are inclined to look 
at the case from the standpoint of the lawyer as to whether he can 
win the particular case. 

I believe we approach it more frequently from the standpoint of 
getting the issue resolved for the purpose of administering the revenue 
law regardless of whether we lose or win. 

I know that that does exist because we have only recently taken 
& position in the Department of Justice that we wanted a case appealed 
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without regard to our chances of winning or losing, we wanted the 
question settled. That was in the Solicitor General’s Office. They 
went along with us. 

Mr. Mitts. I am sure, Mr. Harrington, you would agree with my 
thought that one of the things we must strive for from the point of 
view of good administration, is as much certainty as possible as to 
what the law is. That, to me, is one of the prime requisites of sound 
administration of the law. 

Refusal to appeal a case and try to obtain the verdict desired by 
the Government in a higher court or failure to come to the Congress 
to get the law written as it should be written leads to confusion as 
to what the law on that particular point is. 

I should think it would in turn Jead to a chaotic condition from the 
point of view of administration of the law in the particular area 
involved. 

So I would think that it would be better where there are cases 
that hold contrary to what should be the law, in the Service’s opinion, 
to come to the Congress immediately and ask for a change in the 
language of the section to bring about the result thought proper, and 
not to continually force litigation of the issue. 

I know of one situation that has come to my attention that bears 
on that point. Regardless of what the merits of the situation are, 
I think it would be appropriate for recommendations to be made to 
the Congress to carry out either Treasury policy with respect to the 
point or whatever policy exists, either yours or the Treasury, rather 
than continue to force litigation in the area. 

This matter deals with the natural resources. Mr. Stam wrote to 
Mr. Smith some time ago, a letter about it. 

At this point I want to read it (reading): 


Senators and Representatives from many parts of the country are receiving 
letters from brizk and tile companies protesting provisions in the proposed Treas- 
ury regulations relating to natural resources— 


he gives the section of the regulation— 


on the ground that these provisions are contrary to many recent court decisions. 
Many of these letters are being referred to us for consideration and appropriate 
comment. These letters are difficult to deal with because they charge the Treasury 
Department with deli>erately refusing to obey the law. They argue that the 
courts are charged with the duty of interpreting congressional intent as reflected 
in the statute and that the courts have done so in thiscase. One such letter cites 
2 decisions of circuit courts and 18 decisions of district courts, all holding that 
all the processes customarily used in making brick and tile and preparing it for 
shipment constitute the “ordinary treatment processes normally applied by 
mineowners to o>tain the commercially marketable mineral produ’t or products.” 
They contend that in eliminating many of these processes, as is done specifically 
with respect to ‘finished clay products” in section— 


and they cite it— 


of the regulations, the proposed regulations flout both the Congress and the 
courts, 

The Joint Committee on Internal Revenue Taxation at meeting held on April 
15, 1953, approved the tentative Treasury regulations relating to the base upon 
which the 5-percent depletion allowance is computed in the case of brick and tile 
clay and such regulations later became final. However, since that meeting was 
held there have been many court decisions holding the regulations invalid. 

It would seem that the present unpleasant situation should not be allowed to 
continue. Possibly Congress should be asked to resolve this dilemma either by 


appropriate amendments to existing law or some specific approval of the court 
decisions. 
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I should appreciate some statement as to whet the Treasury Department 
proposes to do to eliminate the present difficulties. 

That is the type of thing that comes to our attention constantly. 
roe the inventory type of thing the other day with the automobile 

ealers. 

I am not arguing their case at all, I am not arguing that the regu- 
lations are incorrect. But does a failure to bring to the Congress 
these problems and have the Congress resolve them affect the amount 
of litigation that has to be carried on after good administration has 
been applied and settlement procedures have failed in the adminis- 
tration of the law? 

The situation is not something new. It has been with us for years 
and years. It does seem to me that we avoid a lot of litigation if the 
Congress makes a final disposition of a problem where it appears that 
the court’s interpretation of the law, perhaps well based, may not be 
in the best public interest. Or it may be adverse to a taxpayer when 
the taxpayer, in our opinion, is right. It can work both ways. 

I know we cannot write regulations, we have no right to do that. 
I have said that repeatedly and we would not want that responsibility. 
However, when the court says the regulation is not sustained by law 
and if the regulation is preferable to the law, I have always felt we 
could avoid litigation in the future by having the Congress determine 
whether or not the law should be rewritten. 

Mr. Smiru. We heartily agree from the standpoint of the Treasury 
on that approach. Since you have noted that particular letter, I 
would like to comment on the situation that we found. When I got 
in touch with the Commissioner’s office in connection with the letter, 
I found he had scheduled a conference in his office with his various 
advisers, including the Chief Counsel, on this very subject. I joined 
that conference. 

The question that had been raised was whether to continue litigation 
or to concede. I asked the Commissioner and Mr. Barnes to develop 
the points in detail. As I recall it, the Government had won its case 
in a district court in another circuit where presumably the taxpayer 
would appeal so it looked as though there could be a conflict between 
circuits. 

Two things were done at that meeting. First, consideration was 
te to the question of continued litigation. Second, I asked the 

reasury staff to work with the natural-resources experts in the 
Internal Revenue Service to develop the facts and background neces- 
sary to decide what, if any, legislative recommendations we would 
make to the Congress if the court decisions continued adverse. 

What we have to find out there, of course, and I have not yet 
gotten the answer, is the extent to which in other industries in the 
natural-resource area similar changes would arise in their present 
cutoff points if we conceded on this issue. 

I want an estimate of the revenue impact; I want an estimate of 
the change of deduction by types of industries in order that we can 
first develop our own decision and then to support whatever position 
we take ultimately in coming to you. 

Mr. Mitts. In order that the record be clear that I am not criticiz- 
ing, I would point out that the Treasury at one time did seek con- 
gressional action on the matter that I referred to. 

I might further add that as soon as the Frigidaire case was handed 
down by the Court of Claims the Treasury did discuss with some of 
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us on the committee the problem that was involved and the need for 
legislation in that area with the result that Mr. Dan Reed and I 
introduced bills on it. The bills were not considered in the past 
Congress. 

So what I have said does not always prevail, of course. There is 
not always a failure to bring these questions to the Congress and too 
often perhaps when they are brought the ideas advanced by the 
Treasury are not accepted by the Congress. At least in the instances 
I have mentioned congressional action has not occurred yet, there 
are other examples that could be brought into the record if you 
wanted to do so. 

But, as a matter of policy, you agree it is well to bring these matters 
to the Congress in the hope of bringing greater certainty to the law 
and thereby avoiding as much as possible subsequent litigation on 
those issues? 

Mr. Situ. Yes; there is no point in extending litigation indefinitely. 
Of course, the situation here, as indicated, is somewhat different in 
that the regulations themselves had been discussed with a congres- 
sional committee. 

Mr. Mitts. Actually, I had this problem in mind, Mr. Smith, when 
I asked in the letter that I sent to you asking what areas of the tax 
law you were having the most difficulty with. 

I know there are sections of the law which, because of the use of 
ambiguous language or because intent is not clear, present difficulties 
that lead to a greater amount of litigation than other sections in the 
law that are clear in intent and expression. 

We might, as far as our subcommittee is concerned, concern our- 
selves with those areas. I have discussed the matter with the Chair- 
man of the Ways and Means Committee and he seemed to be very 
much impressed with the action we had taken and very anxious that 
we follow through on it. 

Mr. Smitu. We take no pride or satisfaction in building up a number 
record on litigation nor in increasing the necessary requirements for 
budget for purposes of litigation. 

Mr. Mitts. Let me ask Mr. Barnes this. 

Mr. Barnes, is there any part of this finding by the advisory grou 
or any of the recommendations that they make in subsection (c) with 
which you find yourself in agreement? 

Mr. Barnes. Mr. Mills, on page 41 (c), I would have no objection 
to such a committee as is suggested there to consider litigation poli- 
cies overall. I do not think it would be a good idea to have that com- 
mittee pass on the question as to what should be done in each case, 
whether there should be a review or not, because it makes it cumber- 
some. 

Mr. Mitts. You would prefer that it be advisory? 

Mr. Barnes. I would. We do that, anyway. When we get a 
question as to whether a case should be reviewed or should not be 
reviewed, we consult the Commissioner’s people, consult Mr. Smith, 
Mr. Train, of the Treasury, sometimes even Mr. Scribner. It is 
done, but it is done without the formality that would interject more 
delay. 

Mr. Mitts. The first suggestion (p. 40) that they make is that the 
Chief Counsel be a Presidential appointee. I have no ideas about 
that and I would not desire to either embarrass you or otherwise 





INTERNAL REVENUE ADMINISTRATION 167 


affect you by suggesting that you comment on the suggestion, but 
there might be some comment by Mr. Harrington or perhaps you 
would desire to comment on that. 

Mr. Harrinetron. Mr. Barnes may wish to do so, 

Mr. Barnes. I cannot speak for the official policy, but I have no 
objection to stating my own views here, sir. 

r. Mruts. All right. 

Mr. Barngs. In doing so, I might say that whatever is done in 
this regard, soon or late, will not affect me personally because I have 
submitted my resignation as Chief Counsel and asked that it become 
effective today. I will not again be appearing as Chief Counsel. 

Mr. Mitts. Let me say that we regret the decision you have made, 
because we have learned to have a high regard for you and the factual 
manner in which you have presented matters to the subcommittee on 
occasions you have been before us. We will miss you. 

Mr. Barnes. Thank you, Mr. Mills. 

Mr. Baker. I certainly join in that, also. 

Mr. Mruts. We wish you the best of luck in whatever you do. 

Mr. Barnes. I am going back to my home city of Chicago to 
resume practice. 

Mr. Miuus. What are the arguments—you are leaving—what are 
the arguments for presidential appointment? 

Mr. Barnes. I think the arguments are these, Mr. Mills. From 
the standpoint of the welfare of the country, I do not know of any 
department or agency that is more important to the Government 
than the Service and its legal arm. It collects between $75 billion 
and $80 billion. 

My feeling is that the legal arm, the Chief Counsel, needs the 
independence and needs to command the respect that would flow 
from the Chief Counsel’s being an appointee of the President. You 
look through the Government and you can see many, many legal 
officers who are appointed by the President, and in my judgment, they 
do not have the responsibility nor perform the vital functions the 
Chief Counsel does. 

From the standpoint of the nature of the work, sir, I realize that 
the approach to the revenue enforcement and administration is from 
the administration standpoint, not judicial. 

On the other hand, however you cut it, the fact remains that the 
prime function of the Service is to interpret and enforce the law. 
Other departments, Agriculture, Interior, Defense, have vast opera- 
tions and material, men, land, parks, that sort of thing. That is not 
true of the Internal Revenue Service. Outside of the mere receipt 
and accounting for tax moneys, all of its other functions are legal 
interpretation and law enforcement. 

From my point of view, that is why the lawyer, the Chief Counsel 
is such a vital arm of the Commissioner. I think the Chief Counsel 
occupies a much more intimate and close and vital relationship to 
the Service for the reason I have stated than the legal officer of many 
other departments. But I do believe it is necessary to have inde- 
pendence; I want to stress that. 

Third, from the standpoint of the occupant of the position, I think 
that it would be possible to attract the desired type of men for this 
position more readily if it were a Presidential appointment. After 
all, a man comes down here; he emasculates his law practice; he has 
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no law practice when he goes back. He has to start all over, as I am 
finding out. 

I think men of the type that you want for that position and that 
the Treasury Department wants could be induced more easily to come 
if it were a Presidential appointment. 

Those are some of my reasons, Mr. Mills. I will not try to make 
this too long. 

Mr. Miuus. They appear to be valid suggestions worthy of con- 
sideration. 

I would imagine that many of the same thoughts were in the minds 
of the people who prepared this report. 

Mr. Barnes. I do not know whether you know, but we have a 
considerable law office. The last time I checked we had in the 
neighborhood of 470 attorneys. They come and go so fast these days 
I do not know just how many we have today. But that is, I believe, 
one of the largest law offices in the country. 

Mr. Mitts. Somewhere in this report is a reference to the personnel 
situation in the Chief Counsel’s Office. 

Mr. Barnes. Yes, sir; it is bad. Page 41. 

Mr. Mitus. Yes. Would you comment on that, Mr. Barnes? 

Mr. Barnes. Well, I have this feeling. I am in thorough agree- 
ment with the objective there. I do not know how that would fit in 
with the plans of the Commissioner and the views of the Treasury. 
From the standpoint of our offices, I think it would have some ad- 
vantages. I am speaking only my personal views. I will put it 
this way. It is something that should be studied. 

Mr. Mitts. What is the justification, as you view it, aside from 
policy—we understand you are not in a position to express policy for the 
Commissioner or the Treasury, either, on this—but what is the justifi- 
cation for additional personnel within the Office of the Chief Counsel? 
Is the workload so great that those who are presently there are unable 
to keep up with their responsibilities? 

Mr. Barnes. We are understaffed now. 

Mr. Mitts. You do have authority to have more people? 

Mr. Barnes. We have authority and have adequate funds. We 
have had for the last year difficulty in recruiting. 

Mr. Mitts. Difficulty in recruiting? 

Mr. Barnes. Yes. 

Mr. Mitts. What is the reason for that? 

Mr. Barnes. I think that it is because economic conditions are 
so good that the young lawyers coming out of law school find it very 
®asy to get places with firms. 

Mr. Miuus. Do you rely largely upon law graduates for your 
personnel? 

Mr. Barnes. Yes, sir. 

Mr. Mirus. You get the younger lawyers fresh out of school? 

Mr. Barnes. Yes, sir. We do take where we can, and would like 
to have more of them, lawyers who had experience in practice. 

Mr. Miuus. Your beginning rate of pay is what? 

Mr. Barnes. The average is grade 7, which is around $4,500. 

Mr. Miuts. That is pretty good compared to what it was in 1933 
when the best job that any of us in the class that year was offered 
was not in excess of $1,800 a year. That was to teach law rather than 
“sera law. If we were going to practice law, it was $30 a week, 

ut circumstances have changed since 1933. 
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Mr. Barnes. I do not think the salary is too far out of line. It 
may be a little lower than the going rate in Chicago or in New York 
for young lawyers. 

I might say this. Under the leadership of Mr. Scribner, General 
Counsel of the Treasury, we have initiated a recruitment program 
with the colleges. We are trying to recruit them in advance of gradu- 
ation in June like so many law firms do, and business concerns. 

Mr. Ikarp. On that point you recall I think my office talked to 
you some time ago about a young man I was interested in coming 
from a long family of lawyers. He wanted to go in the tax field. 1 
cite this as a typical example of what you refer to. 

Before he even completed his application he got an offer of a job in 
the tax section of a large corporation. 

He thought it was a better job economically. He got a bigger 
salary and he thought it offered him a better opportunity. I know I 
told him I would talk to Mr. Barnes. I think that is a typical situa- 
tion, young lawyers going into corporations and law firms. They feel 
they can make more money to start with and they can get ahead 
easier than in the Bureau. 

Mr. Barnes. | am glad you cite that example because it highlights 
something that happens time after time. 

We will get an application and before it is even processed the man 
has another job. We get it approved, ask him to come in, and he has 
gone to work for the X. Y. Z. firm, or such and such a corporation. 

I don’t have the number of cases but I would bet in the last 6 
months we have had 50 of those. I could give you statistics on that. 

Mr. Miuus. They overlook the fact that some of the outstanding 
tax lawvers in the country started out in that capacity, don’t they? 

Mr. Barnes. We have a finer group of alumni than any college in 
the country. 

Mr. Ikarpv. These young men when they get out of law school, they 
cannot wait until they do get married and that extra $700 or $800 a 
vear or $1,000 a year at that point many times is a deciding factor 
even though over the long pull they make a mistake. 

Mr. Barnes. It may be $300 or $400 that changes their minds. 

Mr. Ikarp. Mr. Chairman, it would be very interesting if he could 
give us the statistics on that. Generally I think it would be very 
helpful and very interesting to see just how many people follow through 
on applications once they make them. 

Mr. Mixus. Would you insert that in the record at this point, 
Mr. Barnes? 

Mr. Barnes. Yes, sir. 

(The information referred to is as follows:) 


EXHIBIT 9 


Since January 1, 1956, there have been 24 attorneys who have declined appoint- 
ment after full processing and formal offer of employment. Records have not 
been maintained which will show the number of attorneys who have withdrawn 
their applications prior to the offer of employment. From January 18 through 
January 29, 4 attorneys withdrew their applications. 


Mr. Miits. Mr. Barnes, you already have discussed (c). You 
concur in that suggestion except that you want the committee to be 
advisory and not controlling. 

How about (d)? 
Mr. Barnes. Maybe that is one in Mr. Smith’s area. 
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Mr. Muas. Mr. Smith has agreed to the need for additional legisla- 
tion on some of these issues. 

(e) you do not need to comment on. 

(f) 

Mr. Barnzs. I have already commented on that. 

Mr. Muus. It has been suggested by some lawyers that the Com- 
missioner should be required to accept a Tax Court decision or to 
appeal it if the Service is not satisfied with it. 

They say the Commissioner should not be permitted to ignore that 
decision, that he should be required either to acquiesce or appeal. 

Is that a present-day policy or not? 

Mr. Barnes. We try to acquiesce. We acquiesce in a large number 
of Tax Court decisions. 

I think the suggestion would not be in the interest of the Revenue 
Department because for one thing we don’t have control over the 
decision. We don’t make the decision as to whether it should be 
reviewed. That is within the Department of Justice. 

Mr. Mitts. At that point let us get the record straight. You issue 
a 90-day letter. Doesn’t that constitute decision on your part? 

Mr. Barnzs. It is a decision we will assert the tax and that puts 
it into the Tax Court. 

Mr. Mitts. You build the record, too? 

Mr. Barngs. Yes. 

Mr. Mus. Is that not for the making of a decision with respect 
to acquiescence or refusal to comply with the Tax Court case? 

Mr. Barngs. No. That is before the Tax Court has acted. That 
is what gets it into the Tax Court. 

Mr. Mutts. I understand that. 

Mr. Barnes. When the Tax Court decides then the question is 
whether we shall ask for review. If we recommend it to the Depart- 
ment of Justice we may get review or we may not. It may not be on 
the merits but because it is a small amount, or because the Depart- 
ment of Justice feels there is some fact necessary or desirable which 
might not have been established. There are many factors aside from 
the pure merits of the issue that may influence the decision of the 
Department of Justice as to whether to seek a review. 

Mr. Mutts. I have had a question in my mind for a long time as 
to whether or not the Department of Justice might be an impedi- 
ment in this operation, and, if so, whether or not the Department 
of Justice should be permitted to continue to make the final decision 
with respect to appeal. 

Could you enlighten us on that by drawing on your experience, 
especially since you are now leaving the Service? 

Mr. Barnes. I can say this much: I think the way it could be 
done is a decision that should be given more thorough study and 
thought than I have given it. 

Mr. Mitts. Is it worthy of thought? 

Mr. Barnss. It is worthy of further consideration. 

Mr. Baker. Certainly your office knows more about that case 
than Justice would know. I am talking from the ground up. 

Mr. Barnes. That is right, sir. 

Mr. Baker. There is no question about that. 

Mr. Mitts. All Justice would know about it would be what was in 
the record. 
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Mr. Sram. Mr. Barnes, on this point we have had a lot of inquiry 
and I think from time to time we have taken the matter up with the 
Treasury Department. It seems to me that the question arises 
because of a Tax Court case as distinguished from a case in the 
district court. In a Tax Court case you make a record and send 
out the 90-day letter. 

When you send out the 90-day letter you do it because you think 
you have a good case and because you are initiating the litigation. 

When the Tax Court decides in favor of the taxpayer and against 
the Government, in that particular case, is it not true that the Chief 
Counsel decides whether you want to take it up? Many times it is 
not referred to the Justice Department because you make your own 
decision, and you publish a nonacquiescence statement. That is 
why many people complain of the practice. 'The Commissioner does 
initiate the proceeding, and if the record is such that you do not 
feel you have a good case, you probably, should not send out the 
deficiency letter. It seems to me some consideration ought to be 
given to that fact. 

Mr. Barnzs. I know there has been criticism in this area, and 
perhaps there is something we can do to improve our operation in this 
area. 

Notices of deficiency are sent out by 64 district directors. From 
a legal standpoint you are correct, and that is the letter is the first 
pleading. That is not the point of view from which the Service 
would proceed. Perhaps it should be given more thought and more 
consideration. I don’t know. 

Mr. Stam. We have had complaints from time to time that more 
care should be given in the preparation of a 90-day letter, that a lot 
of thought should be given to that, because that is supposed to be the 
Government’s final answer before litigation. 

Mr. Barnes. It is in the nature of a pleading which starts the Tax 
Court litigation. I think that is something that could be studied 
perhaps profitably. 

Mr. Sram. One other point on this question of coordination between 
the groups that determine the litigation. Even last year cases came 
up in the Service where the attorney before the Tax Court was arguing 
against some ruling or some regulation. 

Don’t you think it would be helpful not to operate too informally in 
this matter? I don’t mean too much formality, but could not a group 
meet from time to time to decide on these matters, and if the Justice 
Department is going to have the authority in many cases to determine 
whether or not to go up on appeal, should it not be helpful if the 
Justice Department was made a part of that group, and also the 
Treasury Department? 

Mr. Barnes. Do you have in mind considering each case or each 
issue, whether there should be a review or not, or do you have in mind 
just a committee that will from time to time get together and decide 
what the litigation policy should be with respect to a particular issue? 

Mr. Sram. The latter. 

Mr. Barnegs. I think that has merit. 

Mr. Sram. Mr. Mills pointed out a case that went up through the 
court of appeals—the Government won—but at that point the Treasury 
Department made a decision that the policy adopted was erroneous. 
They abandoned their position after the court of appeals decided in the- 
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Government’s favor. That created some ill feeling both in the Tax 
Court and court of appeal. 

You have said all you wanted to on (f)? 

Mr. Barnes. Yes, sir. 

Mr. Mitts. Do you have any comment with respect to (g), gentle- 
men? 

Mr. Barnes. I think the practice in the Chief Counsel’s Office is 
pretty clearly set forth here. All Tax Court briefs are reviewed in 
the national office; prepared in the regional offices, but sent in to the 
national offices and reviewed in our Appeals Division. In this way 
we try to maintain uniformity and make sure litigation policies are 
being followed. 

Mr. Mitts. Are you saying that you think there is some merit to 
the suggestion in these three instances mentioned by the group for 
writ of certiorari? 

Mr. Barnes. I think that is out 

Mr. Mruus. I am asking your opinion as a lawyer connected with 
the Service, if you have an opinion. It is not an administrative 
problem, of course. 

Mr. Barnes. I can speak more freely, talking from the standpoint of 
a lawyer for a taxpayer. I would like to have had the right as a tax- 
payer’s lawyer. I can see complications, though. 

Mr. Mitts. Are there objections to it from the point of view of the 
Service? 

Mr. Barnes. I think there are definite objections to it from the 
Service’s standpoint. I think you will be flooded. In cases you will 
bring decisions right back here to Washington, and in the reorganiza- 
tion and even before that that is not what you were attempting to do, 
but to put it out in the field. 

Mr. Mitts. They are suggesting it be granted in only three limited 
areas. 

Mr. Barnes. Yes, sir. But you still would get a flood of applica- 
tions for writ of certiorari in the national office. 

Mr. Miuus. Where there is a conflict, I wonder if the central office 
would not be better off to hear the taxpayer on occasions. Of course, 
the Supreme Court will hear the Government or the taxpayer where 
there is conflict in the appeals courts. 

Mr. Barnes. I will say this: Pretty generally, as I read some 
of these orders, the national office has pretty clearly vested the 
function in the field and denuded itself of authority. 

Mr. Miuus. Somebody is not carrying out policy if there is conflict 
in the field. Policy that the central office develops would not encom- 
pass conflict. 

Mr. Barnes. That is right. 

Mr. Mitts. Different decisions, based on apparently the same set 
of facts, indicate that somebody has made a mistake somewhere and 
has not properly interpreted policy. When that happens there should 
be some recourse without the necessity of litigation. 

Mr. Harrineton. Would you have observations on that, Mr. 
Winkle? 

Mr. Winxte. I was prepared to comment on that in connection 
with subdivision 7, Mr. Chairman, to which I think this ties in to 
some extent. 

Mr. Mirus. That is quite right; it does. 








INTERNAL REVENUE ADMINISTRATION 173 


Mr. Winxtez. Do you want to go ahead with that now or do you 
want to wind up subdivision 6? 

Mr. Mitts. It might be well to discuss it, and, Mr. Harrington, let 
us have this understanding: I am certain there are some points 
where our questioning of you and those with you has not served 
to fully develop objection or question on your part. 

It would be helpful, I think, for this record, if you subsequently 
submit statements that will cover your position. 

Mr. Harrincton. All right, sir. 

Mr. Mrs. In fairness to you, and those with you, you should 
have full opportunity to develop any question you have with respect 
to any part of this report, and if we are not doing that adequately 
you take occasion subsequently to submit your views for the record 
if you wish. 

Mr. Harrincton. We can determine that when we check the 
record. 

Mr. Mitts. All right. 

Mr. Winkte. As I read the report, Mr. Chairman, the recommenda- 
tion is that there be a certiorari procedure—that is to say, an appeal to 
Washington—from the district directors’ level only, however, in four 
types of situations. They seem to have reserved comment on whether 
such a procedure is necessary or advisable in the appellate area. 

One situation would be the type we have been talking about here, 
that is to say, where the field assertedly has failed to follow a published 
ruling or an announced policy of the national office. 

The second would be a situation where there was an asserted failure 
or refusal to follow the same rule in one district that was being applied 
in other districts which partakes somewhat, I would assume, of the 
first situation. 

The third type of case would be where the district office has denied 
the taxpayer’scontention in a case that is under audit. 

The last one, which I think is treated in subdivision 8, evidently 
contemplates a similar appeal in situations where there is a particu- 
larly difficult and technical issue involving the services of specialists 
and where no such specialist is available at the district level. 

I think that the basic problem that this recommendation presents 
is that of attempting to wring as many of the advantages as we can 
out of a decentralized operation, which I think basically the Service 
must have to cope with the size of the job it has been asked to per- 
form; and at the same time to accomplish as much uniformity of treat- 
ment as possible and to be mindful of the taxpayers’ rights in the 
matter. 

On the side of the advantages of the recommendation, certainly 
there is much to be said for the point that to the extent that there is 
any lack of uniformity in case settlements, adoption of the proposal 
would tend to alleviate the situation. Certainly there is much to be 
said, also, for the thought that the taxpayer perhaps ought to have 
such a right. 


Thirdly, it perhaps would also avoid needless negotiations in some 
situations. 

The problem is to balance against these advantages some of the 
disadvantages, including the one which Mr. Barnes referred to, that 
is the potential that the proposal may have for flooding Washington 
with cases. That, in turn, ties into our manpower problem. 
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Secondly, I would think there should be some legitimate concern 
on the part of the Service as to what effect the proposal might have 
on our field personnel in terms of the inducement and interest they 
would have in doing a good job if, after they had conducted an audit 
and negotiated with the taxpayer, the taxpayer could in effect say 
“It looks as though we cannot get any agreement on this issue here 
so I will take this one up with Washington.” 

I recognize that the recommendation suggests that it be on both a 
“cert”’ basis and a trial basis. 

On the first point, I have a feeling that it would take as much time 
in many, many instances to decide whether jurisdiction should be 
taken by the national office on a particular issue as it would to take 
the issue and decide it in the first instance; not in all situations but 
certainly in some. 

Those, it seems to me, are some of the pros and cons of this proposal. 

What we propose to do is to give this recommendation well con- 
sidered and serious attention, because to the extent that there is a 
= problem here I think we have an obligation to try to meet and 
solve it. 

At the same time I think we would all agree we would not want to 
find ourselves in the position of using a sledge hammer, so to speak, 
to crack a peanut. 

We would, accordingly, like to get some idea as to the dimensions of 
the problem. It would be important to find that out before we know 
whether we should go in the direction of the recommendation. 

I think it is important to keep in mind, also, as one of the gentlemen 
from the Service indicated yesterday, that inevitably in an operation 
as big as the Service’s operation there is bound to be some situation 
arising where perhaps one case is not treated quite the same way as 
another. 

That, too, gets you into the problem in an operation where you are 
receiving some 75 or 80 million returns of all kinds of varieties each 
year and negotiating settlements in 1% million to 2 million cases, of 
the need to gear your procedures, to the greatest extent possible, to 
the rule and not to the exception. 

In summary, Mr. Chairman, this problem does give us concern. 
We do feel, however, it is something we should proceed most cautiously 
on because it does go to some of the basic concepts of how the Service 
should be organized and how it can function. 

Mr. Mitts. What you are saying, both for and against the proposi- 
tion, would apply in your opinion equally with respect to each of the 
three suggestions of the types of cases that might come to Washington? 

Mr. Winkie. I think that is generally so. Where, however, there 
is an indication that the field has failed to follow an announced policy 
or published ruling, certainly that should have a high priority. 

Mr. Mitus. It on occurred to me that pretty high priority should 
be given to the goal of attaining uniformity. Maybe it is more im- 
portant than the other two types of cases. 

You do have a practice, as I understand it, in the Service of giving 
short-run trials to innovations. 

Mr. WINKLE. Yes, sir. 

Mr. Mus. If in adopting the suggestion it does not encompass 
administrative feasibility because it would produce a flood of applica- 
tions, it might counterbalance the good that could be done through 
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its adoption. You could always reserve the right to immediatel 
deny certiorari, but if you decided there was merit to the thought 
certainly would suggest that you not deviate from your usual practice 
of a short-run trial because I can visualize there might actually be 
many of these gray horses come into these 3 areas where it is not 
possible for you to definitely and immediately determine whether they 
are qualified under the 3 categories suggested for certiorari. 

Mr. Wrnxtez. I think that is so. 

Mr. Mitts. But you would spend considerable time in developing 
a policy in the first instance. I can see that. 

However, I can also see some merit to the desire to feel your way 
here. It would appear to have some merit and be worthy of further 
-consideration. 

Mr. WINKLE. One point that might be made, as the group itself 
indicates, there is a procedure which has been in effect ever since 
decentralization under which a field officer, if he is in doubt as to a 
particular issue, can request technical advice from Washington. 
That, as the report points out, is entirely within his discretion under 
the rules. 

Mr. Sram. That is within his jurisdiction and discretion? 

Mr. Winkte. That is right. 

Mr. Stam. In many cases he doesn’t agree to do that. Is that right? 

Mr. Wrnxtz. That is right. I pointed it out only for the record. 

We have been mindful of complaints that have been heard from time 
to time that some of the field people are reluctant to initiate requests 
for technical advice because they feel it might be a reflection on their 
ability to handle the case. 

Under both Mr. Andrews’ administration and Mr. Harrington’s 
administration we have sent letters to the field in an attempt to assure 
them that is not the situation, and, as respects the 1954 code partic- 
ularly, they are encouraged to send in those requesis to us. 

I think it is fair to say that, whether the present policy is the correct 
one or not, at least we have done everything we can to make it work, 

Mr. Mitts. Any further comments on this point? 

I think, Mr. Barnes, we had practically completed subdivision 6 so 
far as you are concerned, and I understand it will not be possible for 

ou to be with us this afternoon and that it is most important that we 
ave your comments with respect to the last subdivision. 

If there is no objection we will jump now to the last, which is 9, with 
the hope we can get through with that before you have to go to the 
other side of the Capitol. 

Mr. Harrington, do you desire to discuss 9 or would you want Mr. 
Barnes to do it? 

Mr. Harrineton. I would prefer that Mr. Barnes discuss it. 

Mr. Muius. All right, Mr. Barnes; let us have your discussion of it. 
It is on page 55. 

Mr. Barngs. I would rather have Mr. Campbell discuss A, B, C, 
and D. My experience has not been extensive enough to be able 
to 

Mr. Mus. For the record, Mr. Campbell is in your office? 

Mr. Barnes. Assistant Chief Counsel in charge of enforcement. 

Mr. Mitzts. You want Mr. Campbell to discuss it? 

Mr. Barnes. And Mr. Stowe. 

Mr. Mis. We are discussing item 9. 
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Mr. Stowe. The report states that among the actions which the 
Service should thus seek to avoid are, A, reckless and inexpert over- 
statement by the Government of tax liability. 

Certainly we can take no exception to that statement. 

Mr. Miuus. What is the situation? Is there any evidence of reck- 
less and inexpert overstatement by the Government of tax liability? 

Mr. Stowe. I know of no such situation, Congressman. 

Obviously this thing must have arisen out of the experience of some 
individual in a particular case, but if there is such a situation which 
is general we do not know of it. Certainly we do everything in our 
power to avoid such a situation. 

Mr. Mius. I understood that the group did have some feeling that 
it actually does occur. 

Mr. Stowe. If that is the fact, sir, we would most certainly welcome 
information. 

Mr. Mrits. You would want to know cases? 

Mr. Stowr. We would most certainly need to know cases in order 
to deal with the situation, because there is no general policy which 
would sponsor such action; policy is to the contrary to try to deal in 
this fraud area as we would elsewhere, on the basis of fairness based 
upon the facts. 

Mr. Sram. One case was called to my attention just the other day 
where a taxpayer was charged with fraud merely because he failed to 
file a return. 

His income was of such a nature that he had no tax to pay, but the 
case was referred to the district attorney for prosecution but the district 
attorney refused to prosecute because it was a trivial matter. There 
was a lot of publicity in that case and it did affect the taxpayer ad- 
versely even though he owed no tax. 

That certainly lo oks like a trivial thing, doesn’t it, where you will 
get no tax. 

— Stowe. Based on your statement of the facts I would say so, 


aie Sram. Apparently the district attorney felt the same way be- 
cause he refused to prosecute. 

Mr. Muus. As I understand it, what they are concerned about is 
the maintenance of public acceptance here, and in order to maintain 
public acceptance which is essential, then it is well for the Government 
to avoid excesses. 

I think we would all agree with that, would we not? 

Mr. Stowsz. Most certainly. 

Mr. Miuus. Whenever one of these situations does develop, some- 
body should immediately call it to the attention of the Service. 

Mr. Stowz. That is right. That is what I would most certainly 
and most earnestly seek, that when those instances do occur that 
they be brought to our attention so that we may take effective 
measures, effective steps to avoid repetition. 

Mr. Minus. You do have administrative machinery for taking 
effective steps? 

Mr. Stowsn. We certainly do. 

Mr. Mis. So that actually there is no disagreement in your 
thinking with respect to their observations? 

Mr. Stowz. Not at all. We would not countenance this sort of 
thing if we knew of its existence. 
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Mr. Miuts. You would welcome any cases, presentations of facts 
about any cases which might involve any of these points? 

Mr. Stowe. We would not only welcome it but we would solicit it. 

As an instance brought to my attention this week, there was a 
case where a taxpayer was brought to trial on a fraud charge which 
was instituted by the United States attorney. The Internal Revenue 
Service didn’t see the thing, but nonetheless in the publicity which 
followed the acquittal of the individual the Service was charged with 
having recklessly charged this individual. 

Those things can happen, too. 

I am not trying to duck any responsibility as far as the Service is 
concerned, however, because I am quite sincere in what I say and I 
know I reflect the thinking of the Commissioner. We would not 
only welcome but solicit information where any of our employees 
engage in any excesses or go beyond the proper bounds of their 
duties and their responsibilities and the policies of the Service. 

Mr. O’Brien. How could the United States attorney institute a 
case if you didn’t send him all the information? 

Mr. Stowe. I don’t have the details. I don’t know how it came 
about. I can only assume he came into possession of information 
from some source of his own and made a presentment on it. 

Mr. Muuts. I think it is a fact that there are cases that are initiated 
by district attorneys, to the grand jury, and not submitted by the 
Department of Justice after presentation of a file from the Internal 
Revenue Service. 

I don’t mean that it is a common thing. However, there are grand 


juries that will jump the gun, so to speak, on the Internal Revenue 
Service on occasion. 


Is that right, Mr. Campbell? 
Mr. CampsBe.t. That is not only right, it has happened in the 


past. I believe I might be supported were I to say it is possible 
that that is going on right now. 


Mr. Mus. Off the record. 

(Discussion held off the record.) 

Mr. Mitts. Could you provide us with a comparison between the 
years 1952 and 1956 of— 

(1) The number of guilty pleas. 

(2) The number of convictions in the tried fraud cases. 

(3) The number of acquittals in these actually tried cases. 

(4) The number of cases returned to the Internal Revenue Service 
as not being sufficiently strong to justify prosecution by the Depart- 
ment of Justice or some prosecutor. 

(5) The number of cases where they are disposed of by trial or plea 
in which jail sentences were imposed. And if you could give us that 
with respect to more recent times than 1956, it would be helpful. 

(6) The number of cases in which there was only a fine and no jail 
sentence. 

(7) The number of cases where a suspended sentence was given and 


neither fine nor jail sentence actually imposed, except as it was 
suspended. 
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Exuisit 10-A.—Summary of criminal action, fiscal years 1948-56 (exclusive of 
wagering tax cases) 


Number of cases Number of defendants 


Related 
eases re- 
Fiscal |Considered Compro- | turned by 
Year by Depart- mised by Depart- 
ment of Attorney ment of 
States General Justice, 
attorney not 
declined to 
prosecute 


NRRSNN awe 


Source: Internal Revenue Service, Office of the Chief Counsel. 


Exuisit 10-B.—Summary of dispositions! of cases 
9 


Items 


tenced 
3. Years suspended and probation as to de- 
fendants sentenced 
4. Fines imposed 


1 Includes dismissals. 
2 Records not kept for these years. 


Source: Internal Revenue Service, Office of the Chief Counsel. 


Exuisit 10-C.—Sentences by regions for period July 1, 1951, through June 30, 
1956 (exclusive of wagering tax cases) 


Type of sentence 


Includes 
time to Fines only 


(2) 


Phiiedelphia 
San Francisco 


SBRSBSSLR ! 


w 


Source: Internal Revenue Service, Office of the Chief Counsel. 


Mr. Smiru. On that last point, I have been struck by the tremen- 
dous difference between those jurisdictions where there is almost 
typically a jail sentence and others where there is no more than a slap 
on the wrist. 
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Mr. Harrineton. Off the record. 
(Discussion off the record.) 

Mr. Mitts. Off the record. 

(Discussion off the record.) 

Mr. Mitts. What is your thought with respect to the standards 
which are set forth on pages 55 and 56 for prosecution of fraud cases? 
Is there any merit to the suggestions made by the advisory group? 

Mr. Campsetyt. Mr. Chairman, my answer to that is “Yes; in 
my personal opinion there is merit to the suggestions. I might not 
exactly phrase it in the exact way that it has been phrased, but in 
substance I agree with the statement that has been made here. I 
would exclude from what I have said this subparagraph on page 56, 
subparagraph (c): 

The offense is such that public opinion would consider the prosecution justified 
in the light of the whole situation. 

It would be difficult for me as a lawyer to take that factor into con- 
sideration in my decision as a lawyer. 

Mr. Mitts. I think any lawyer would agree with your thought on 
that. 

Mr. Campsett. Other than that I think we have all been talking 
about the same thing. We have been in agreement as lawyers. 
Where you would use the words ‘“‘admissible evidence,’’ here—well to 
me admissible evidence would be an improvement, perhaps, in doing 
the legal job that a lawyer has to do. 

Mr. Mitts. Those suggestions, then, are worthy of further consid- 
eration? 

Mr. Harrinerton. Oh, yes. 

Mr. Mituis. What about the discussion of national office review of 
recommendations for prosecution? I think their thought is that 
there might be a more careful screening of cases for prosecution if they 
come to the national office. Is that what you gather from reading it? 

Mr. Barnes. Yes. 

Mr. Campse... I take it I am free on this, to state my personal 
views; and what I have to say is without any hope or expectation that 
I could ever benefit in any way. This is my 28th year in the Chief 
Counsel’s Office. I have been on this work a quarter century, and I 
have more behind me than could ever occur in the future, so I am 
without motive or bias or prejudice. 

I think there is great merit in having a centralized review in order 
to get as much responsible legal control as we can over these very 
things we have been talking about off the record. ‘To mea centralized 
prosecution decision is essential. I do not think that decision should 
ever be put out over the country in the hands of nine different people 
so that it can flow into Washington to the Attorney General without 
first coming through the headquarters of the Service. 

To me a criminal prosecution in an income-tax case is something to 
be applied vigorously, but it is also something to be put on with great 
care, and when it is put on I think it ought to be gone through with. I 
do not think it should ever be put on unless it is intended to go 
through with it, and I think all should work to this end prior to seeking 
indictment. I think the full responsibility and prestige of the Com- 
missioner of Internal Revenue should go behind that decision before 
it is finally made, aided, of course, by the good legal counsel th~: I 
hope will always be available to him. 
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I have stated it in another way on another occasion to Commissioner 
Andrews that the good lawyers and the hard cases ought to be brought 
together. We cannot have nine high-class lawyers in every office 
over the country, but we can have some high-class lawyers in head- 
quarters, like the late Raymond Joy, who was in headquarters but is 
now gone. There were days when we rendered opinions in these cases 
that were respected opinions, and learned opinions, reached with 
great care and deliberation. I am afraid that care has gone. With 
good lawyers grouped at a central location better work can be done 
on this type of case, in my humble opinion. I have no doubt in that 
respect. 

Mr. Mitts. Mr. Harrington, I have a letter here; perhaps we should 
not put it on the record because the writer is an employee of the 
Internal Revenue Service who does not desire the letter used because 
he has not obtained clearance from his superior. But one of his 
suggestions—and he has made 2 or 3 here—is on this point. It 
dwells a little bit on the point from another phase than that discussed 
by Mr. Campbell. It says the Service is motivated by the following: 

An investigative report written by a special agent of any district other than the 
New York district must be reviewed and approved by the following higher officers: 
The group supervisor; the Office of the Chief of the Division; the Office of the 
Assistant Regional Commissioner for Intelligence; the Office of the Regional 
Counsel; and the Tax Division of the Department of Justice; and finally the dis- 
trict attorney who will prosecute the case. This totals 6 reviews as compared 
to | or 2 reviews of reports of agents of other enforcement agencies. The Bureau 
of Narcotics, which is also an agency in the Treasury Department, has one review 
of its cases prior to their presentation to the district attorney. 

I understand that an income-tax case must be treated differently due to its 
nature, but 2 reviews, 1 for the evidence presented and 1 for application of the 
tax laws, should be sufficient. This would save the Government a great deal of 
money. It would also speed the disposition or proseculion of cases, which at 


this time are not brought up to trial for a period of 3 years after the investigation 
is completed. 


His thought was that we already have too much. The advisory 
group is thinking in terms we perhaps need one more step. Mr. 
Campbell has very eloquently stated why in his own views the addi- 
tional step is justified, and 1 myself thought there was merit to the 
suggestion of the advisory group, but I just wanted to inject the 
thinking of the writer of this letter. He is not very high up in the 
hierarchy of the Service, he is a special agent; but he felt free to call 
my attention to his thinking. 

This is one instance where perhaps we cannot look exclusively to 
the factor of economy in the light of the things we have discussed off 
the record. 

Mr. CampsBetu. Mr. Chairman, I am very happy you read that 
letter, for a number of reasons. One of the reasons is that it is not 
the statistical number of reviews, rather it is the competency or talent 
that goes into the reviews. One review would be ample provided it 
was a competent review. There comes a time in the course of train- 
ing—and it takes a period of training—when you become competent 
in this work and you do not become competent unless you go through 
that period of training. I speak as a lawyer, and I had been a lawyer 
in the courtroom before I came here. 

I am glad you brought it up for another reason. I was before a 
Federal grand jury in St. Louis, by invitation, and one of the questions 
raised was this multiplicity of review, and the grand jury was dissatis- 
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fied with it, and, with all due respect to a great judge whom I admire, 
Judge Moore, he had raised the same question. 

So I said to the grand jury, ‘You talk about multiplicity of review. 
That is true.” Then I said, ‘These tax returns are all filed right here 
with the collector of internal revenue in this Federal building. When 
you talk about speed, it would be possible to bring a tax return 
straight from the collector’s office to this grand jury and indict the 
taxpayer; just think whether you would want that.” 

he foreman of the grand jury was a Princeton graduate, and I 
never heard more about multiplicity of review from that grand jury. 

Mr. Miuts. Off the record. 

(Discussion off the record.) 

Mr. Ixarp. Is this not a situation analogous to a case where a man 
has found the facts, much as an insurance adjuster in a damage claim, 
and then most of those people—and I think it is to their credit, 
whether they be a special agent of the Internal Revenue Service or an 
insurance adjuster or any of those people—they never want to settle 
the cases, but the ultimate decision in that has to be with the lawyer. 
The special agent or insurance adjuster does not like to feel his work 
is in vain. 

Mr. CampBE.t. I will not criticize the special agents on a blanket 
basis. I have found them a fine lot of men. 

Mr. Ixarp. I did not mean to be critical of them. I think it is to 
— credit that they get into these things and they want to pursue 
them. 

Mr. Campsetu. May I complete my statement? 

Mr. Ikarp. Yes. 

Mr. Campse tu. There are those among any professional class— 
lawyers, doctors, or what not—who can be criticized, and properly so. 
The special agent has to be weighed, in the first instance, in the light 
of his experience, training, and background. There is first an educa- 
tional process that should go into the building of a special agent to.do 
the job I am talking about; and in my experience, in the really critical 
situations over which we have differed, when it was worked out with 
them and their superiors, including the then Chief of Intelligence, 
Mr. Irey, when he was here, I have found them in agreement, generally 
speaking. ‘There have been instances where we were divided and we 
went to the council table. That, to me, is the way the prosecution 
decision should be resolved within the Department so that everybody 
is satisfied with it, including the investigators. They, too, have to be 
helped in their morale; and there are many ways to do this. ‘They 
should for one thing be given equality of treatment, grading, and 
working conditions; and that applies to the lawyers too. 

As Congressman Mills has pointed out, there is far more involved 
here. There is the voluntary compliance with the internal-revenue 
system. Without that voluntary compliance, it would perish. I 
remember very well Mr. Bob Miller’s presentation made to the 
Senate committee in 1945 or 1946. He pointed out that the fall of 
France was due to the failure of her internal-revenue system. So 
ours is a system to be preserved. 

Mr. Mitts. Mr. Kean. 

Mr. Kean. I remember when we first met in the King committee, 
people from your Department came to us and stated with pride that 
they had convictions in 66 or 67 percent of the cases that had come 






182 INTERNAL REVENUE ADMINISTRATION 


before them, and my office thought at that time, if you were securing 
sO Many convictions perhaps you were not prosecuting enough cases, 
because some people were getting away with it, evidently, who 
should be convicted. 

I understand from the conversation today and from Mr. Harring- 
ton’s point of view that he feels that the resulting morale of the public 
in having sufficient evidence in these cases, that they should be suc- 
cessful, is more important than the fact that under that sort of policy 
many people who deserve to be convicted and who might be convicted 
go free. Is that the general thought? 

Mr. HARRINGTON. = 

Mr. Kean. The general thought is that it is so important to get a 
conviction that it is best not to prosecute unless you have an awfully 
good case? 

Mr. Harrineton. I think we should have a good case before we 
prosecute. 

Mr. Mitts. If we have concluded our consideration of this point 
let us proceed to voluntary disclosure of tax crimes on page 57. 

Mr. Harrington, do you desire to discuss this point? 

Mr. Harrineton. I am not prepared to discuss that. That is a 
moot question. I think perhaps our legal department would be better 
qualified to express our point of view on it. Are you ready to talk 
about that voluntary disclosure situation? 

Mr. Mis. Tax crimes now. 

Mr. Barnzs. Yes, sir. This is one of the perennial problems with 
the Service. It was abandoned and since then reconsideration has 
been given to the problem, sir. 

As you know, as all of you know, we had quite a bit of practical 
difficulty with the policy just in administering it. I believe the sugges- 
tions of the advisory group, if followed up, would cure that. 

One of the things we had trouble with was in determining when an 
investigation started, when was a taxpayer foreclosed in coming in to. 
make a voluntary disclosure because we were already on his scent. 

If the policy is to be restored, some of the difficult administrative 
problems will have to be worked out. 

Mr. Mitts. This has been urged before Congress on several occa- 
sions, and I think was formerly a policy within the Service. Not 
prosecuting an individual who voluntarily discloses even a criminal 
act with respect to back income-tax returns provided that disclosure 
is made before initiation of an investigation by the Service itself. Is. 
that not what we are talking about? 

Mr. Barnes. Yes, sir. 

Mr. Mitts, What are the arguments that can be made against such 
@ program, very carefully formulated and very carefully limited in its 
application? 

Mr. Harrineton. Mr. Delk, I think, can answer it. 

Mr. Mitts. It is that point that concerns me right now. 

Mr. Dex. I am not going directly to your question. This ques- 
tion was presented to us several years ago; and, as it always has, it 
has a certain amount of appeal. 

At that time, we assigned quite a group of our people to exhaustively 
study every aspect of it. I would like to call this to the attention of 
the committee and offer that group’s report for the committee’s 
study and that of the staff. I do not believe that it should le made 
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public, but it is an exhaustive study of this subject and of the experi- 
ence the Service had at the time it had a voluntary disclosure policy. 

Mr. Kean. We found, while making a tax investigation, that there 
was a tremendous lot of difficulty and abuse, everybody was claiming 
at that time voluntary disclosures and what was usually happening, 
often happening, was that the agent would tip the fellow off or in 
some way let him know that there was some kind of trouble going on 
and he would immediately make a voluntary disclosure. 

Mr. Miuus. You understand that what the advisory up is 
suggesting here is — that the jail sentence be waived. They 
would have to pay the back tax, they would have to pay the civil 
penalty, plus interest on the tax. The only thing they would be 
relieved of would be the possiblity of a jail sentence or a fine. And 
then only in the case where disclosure voluntarily occurred prior to 
the time that the Service itself had initiated any investigation with 
respect to the taxpayer’s crime. 

Mr. Kean. The question is, When was the investigation made? 
That was one of the questions. If work was starting to be done in 
the office down here in Washington, there is tremendous opportunity 
for a little bit of finagling by somebody tipping the fellow off, if 
there is a lot of money involved. 

Mr. Mitts. I have no particular view, Mr. Kean, with respect to 
whether it is good or not. 

Mr. Kean. It is & moot question. 

Mr. Harrinoton. | think the principal objection to it might be the 
problem of administering it. 

Mr. Mitts. I am sure that would be your major problem. 

Mr. Harrineton. My understanding is, Mr. Chairman, that under 
the old voluntary disclosure policy, they were only relieved of the 
jail sentence, but that they did have to pay the civil liabilities. 

Mr. Mitts. That is right. Mr. Campbell, do you have something 
to say? 

Mr. CampBE.L. I wanted to get a thought in on this matter; a 
legal point. In an academic way this has been raised by a brother 
in my profession, specifically with Mr. Boris Kostelanetz, on an 
occasion when the Commissioner’s office had this matter under con- 
sideration and I was called into conference where Mr. Kostelanetz 
was present. He represented a committee of the American Bar Asso- 
ciation, perhaps a subcommittee. 

The advisory group here has used phraseology which, to me, means 
a prs deal, but might not mean a lot to some not familiar with it. 
| believe they used here ‘“‘a rounded program,’ I believe is the way 
they put it. 

I believe I can analyze what they mean by that. This voluntary 
disclosure policy we talk about was accomplished in the first instance 
by a formal offer in compromise which compromised the criminal 
offense so that the rinsing ettemes was gone. 

By and by in order, I suppone, to handle volume, the formal] offer 
in compromise authorized by statute whereby you can compromise 
hoth the civil and criminal liability, that technique or procedure of 
actually executing the formal offer in compromise, putting it in form 
accompanied by an opinion in the jacket, was dropped out. 

So, therefore, as a matter of law in the application of the voluntar 
disclosure policy in the last part of the period before it was abandoned, 
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the taxpayer did not get what he bargained for. They could pay the 
tax and penalty and get the civil side of it behind them, but they were 
left wide open for criminal prosecution. 

{ pointed that our to Mr. Kostelanetz and I thought they were 
going to supply me with an opinion respecting the legality of what 
was being then urged in this field but they never came back to me. 

If it is a well-rounded policy, it has to be given legality whether 
adopted or not and this can only be done in my opinion by com- 
promising the criminal offense as a statutory matter. 

Mr. Mrs. I think you would be exactly right on that. Appar- 
ently the point did not seem to outweigh other arguments that they 
found in favor of it. They say on page 58 in the begininng of the 
first full paragraph: 

There is the question. whether a voluntary disclosure policy would be dangerous 
in that taxpayers might omit returns or file fraudulent ones in anticipation of 
making a disclosure if and when detection of their fraud became imminent. 

In this document you referred to, did you go into that point? 

Mr. Dex. It is my recollection it is treated in that document. 
There are a great number of elements to this that are treated there, 
with the administrative problem as well as some of the legal problems. 

Mr. Mitts. This would be a problem, I can see that. 

Anything further on this point? 

Mr. Stam. I think one of the questions that disturbed a lot of people 
about this whole procedure was this question of prosecuting first and 
then later on seeing if you can collect any tax. The argument given 
for that particular policy was that if the case went to the jury and they 
found the taxpayer had paid up all his taxes and penalties, there 
would be less tendency to convict. So that the policy was adopted 
of just having a criminal prosecution. 

The result of that policy was when you got all through and put the 
man in jail, you could not get any tax. 

For example, I remember one case of a man with a sort of tourist 
court down in Virginia. His business had to stop and he had to sell 
everything and the Government collected nothing. 

The question, of course, comes up as to whether it is more advan- 
tageous from the Government’s standpoint to try to get some revenue 
or whether it is better to put the man in jail. 

The Government has lost an awful lot of money, from my under- 
standing, by the policy of prosecuting the man first because that stops 
his business activities and the banks put a lien on all his business 
property and you cannot get any money. That ought to be con- 
sidered strictly from the revenue standpoint. 

Mr. Mitts. There is another factor involved in all this, we realize. 
I do not know how it can be avoided, either, But whenever a fraud 
agent makes an investigation of a taxpayer that fact generally becomes 
known in some way because it may possibly be necessary for the fraud 
agent to inquire among the business associates of the person, to begin 
with, or in the community with people who have had acquaintance 
or otherwise with the person. 

I have found this in some cases that I have known about myself. 
The man’s reputation has been very seriously impaired, even when @ 
final conclusion was reached that the individual did not even owe any 
additional tax, not only was there no fraud present but actually that 
there was no appreciable amount of tax or no tax at all due. 
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The fact that the finger of suspicion is pointed by the Government 
in such an instance seems to carry with it some degree of diminution 
of standing in a community. 

Have you people been aware of that? 

Mr. Harrineton. I wonder how prevalent that is, how important 
it is in the number of cases against the total? 

It is my understanding—but Mr. Stowe can speak on this perhaps 
more authoritatively than I can—it is my understanding that the 
special agents use the net-worth method, which is a procedure for 
developing circumstantial evidence, and they do not go to third parties, 
the people you talk about, banks, insurance companies, acquaintances, 
unless they feel, on the basis of the circumstantial evidence they have 
developed, that there is reason to suspect fraud and therefore they 
should attempt to develop specifics in conjunction with the net- 
worth method. Is that true? 

Mr. Stows. Generally so. Usually when a special agent shows up, 
that is the tipoff that there is a suspicion of fraud so that it does seem 
at least to the taxpayer or whomever the special agent has contacted 
that there is a suspicion of fraud or fraud investigation under way. 

Insofar as the third-party contact is concerned, that more often 
than not is necessary because of the fact that the taxpayer has not 
kept adequate records and the only way his income can be developed 
and in many instances the only way that the net worth can be estab- 
lished is by third-party contacts. 

Mr. Muts. I am not saying it is not necessary on occasion to con- 
tact a third party. I am stating what appears to be the result when 
that is done. It would be very serious, I think, if those results oc- 
curred when the sole purpose of the use of the fraud investigation was 
to get around the statute of limitations. It has been charged that 
sometimes the Service has used a fraud type of investigation because 
the statute of limitations had already run. 

Mr. Stowe. I have heard that charge made, but I have a little 
difficulty reconciling it with the fact that Government has to carry 
the burden of proof to establish the existence of fraud. 


Mr. Mus. I know you have to prove the willful nature of the 
omission. 


Mr. Stowe. Right. 

Mr. Stam. I do remember an actual case years ago—it has been so 
long ago I hate to give you the date—but this particular man was a 
member of a foreign partnership and I think it was in Switzerland. 
The Germans came along in World War I and seized the business. 
This particular individual was a very prominent individual; he came 
from the South, and he had high standing in his community. The 
Government was looking into the failure to include this partnership 
income in his returns. The statute had long since run, the ordinary 
statute of limitations. So they did raise the question of fraud. 

He had never received this income; he had never gotten it. But 
under the law he was supposed to include in his return the income of 
a partnership whether distributed or not. 

He was such a prominent person in this community and his standing 
was so high that he felt that he could not allow this charge to be made 
against him. So he agreed in a conference to pay the civil penalties 
and the tax, if the Government would drop the charge so that it did 
not get out. But I happen to know that one case, that was brought 
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to my attention some years ago, which did seem to indicate that at 
least in some cases they do charge fraud for the purposes of keeping 
the statute of limitations open. 

There was really no basis for fraud in this case, as far as I could see 
from the record. I happened to see the record which was brought to 
my attention some years ago. 

Mr. Miuus. The point is this: The power to destroy is a power that 
ought to be very zealously guarded and certainly most judiciously 
exercised. 

Mr. Harrincton. I would agree with that, sir. 

Mr. Kean. Along that line, when the United States attorney is the 
one who does the prosecuting, I know one case where the United 
States attorney refused to prosecute and along comes somebody from 
the Justice Department. ‘They sent him up to institute the prosecu- 
tion because the United States attorney did not think there was a 
case. Does that happen often? 

Mr. Barnes. It happens. I would not say it was too often. 

Mr. Kean. Nobody in the area thought there was a case. The 
special man came from Washington and instituted the case. 

Mr. Barnes. You might know more about how often it happens, 
Mr. Campbell. 

Mr. Campsett. I do not think it is too frequent. I think we have 
to realize that this prosecuting operation, when once lifted out of its 
local city, that the Attorney General has, by regulation over a lon 
period of time, forbidden the United States attorneys to start crimin 
prosecutions in the income-tax field without express authorization 
from the Attorney General. In an earlier period the special assistants 
to the Attorney General conducted the prosecution. Then more 
recently the United States attorneys have been doing more prose- 
cuting. So that this regulatory control or supervisory control of the 
Attorney General over United States attorneys is exercised sometimes 
on some occasions. I will say this; that in my experience where the 
Attorney General does exercise that regulatory control it is for good 
cause. 

Mr. Kean. This one did not seem to be, but I do not know what 
has happened later. 

Mr. Miuus. Is there any comment any of you desire to make with 
respect to No. 5 on page 58? 

Mr. Barnes. Mr. Herzog, Chief Counsel for Litigation, is more 
familiar with this area than Iam. There is a problem. 

Mr. Mitts. The present burden on the Tax Court is in civil cases. 
It seems to me that the main suggestion here is in this line of the 
report: ‘“‘This suggests that attempts at settlements should be further 

ressed in the predocketed stage.” Is that their basic suggestion 
ere? 

Mr. Barnes. Yes, sir. It is. 

Mr. Herzoe. As indicated yesterday, of course, the regional coun- 
sel is always available to sit in on conferences in pre-90 day cases as 
well as docketed cases and they often are called upon for advice by 
the Appellate Division in cases which go up there. 

Counsel do get into a number of fraud cases that go through the 
Appellate Division in that it is necessary for counsel to agree to the 
elimination of a fraud penalty in cases in which fraud penalty has 
been set up in the director’s office. 
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Counsel is also available to consult with the director’s office in 
cases in which they issue the 90-day letter, and some study has been 
given to that matter. I believe there is now in process the prepara- 
tion of a mimeograph going out to the directors by the Commissioner 
suggesting the advisability of the director’s oflice consulting with 
regional counsel in fraud penalty, transferee cases, and the other cases 
of an unusual nature, especially cases where the Government has the 
burden of proof. As I say, under the present policy the directors 
have the right to issue 90-day letters including fraud penalty as well 
as other determinations of tax. But it is our “feeling that it perhaps 
would be advisable for an attorney to be consulted in most cases in 
which a fraud penalty is being set up before the deficiency notice is 
sent out. There is considerably study being given to that matter. 

The present idea is in both the Commissioner’s Office and Chief 
Counsel’s Office for us to get into more of those cases and give them 
some time and attention before the deficiency notice goes out. 

Mr. Miuus. Any questions on this part? We have partly discussed 
Item 6: Statute of Limitations and Rate of Penalty in Civil Fraud 
Cases. What they are suggesting here is statute of limitations in cases 
of civil tax fraud. 

Mr. Barnes. That is one suggestion 

Mr. Muuus. That is one. What of that suggestion, Mr. Barnes? 
The proposed 6-year statute? 

Mr. Barnes. [| think a lot depends on whether you are looking at 
it from the standpoint of the good taxpayer who pays his tax or from 
the standpoint of the man who has not. I am doubtful about that. 
There is another one | like better. 

Mr. Miuus. Let us take them up in order now; (b) is—— 

Mr. Baker. The first is the most important one. I might call to 
Mr. Barnes’ attention, not that I need to, that the basis of the whole 
thing is that there shall not be a statute of limitations where the entire 
knowledge is within the bosom of the party that does not disclose it. 
Theoretically, that would apply criminally as well as civilly, but the 
Legislature apparently has seen fit to seal off the doors with 6 years’ 
criminal. [do not think there ought to be any statute of limitations 
in civil-fraud cases. It is not in any other civil case where the knowl- 
edge is entirely within my bosom. Am I right on that? 

Mr. Barnes. Yes, sir; as | understand it, Mr. Baker, if I commit 
fraud on you, the statute of limitations would not begin to run until 
you have knowledge of the fraud. Is that not right? 

Mr. Baker. Yes, the opposite party, where it lies exclusively 
my bosom. I think it is a good rule. 

Mr. Barnes. It is the application of an ordinary principle of law. 

Mr. Baker. If you set 6 years in civil fraud, a fellow keeps it quiet 
for 6 years and he is free. It is not fair to other taxpayers. 

Mr. Stam. Should not the statute start to run from the time the 
other party is acquainted with the fraud? 

Mr. Baker. | would say so. ‘That would require, perhaps, a 
legislative amendment. 

Mr. Miuus. It would 
Mr. Baker. It would be in keeping with the general principles of 
law. 

Mr. Minus. What about (b)? 

Mr. Barnes. I was trying to think of administrative difficulties, 
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Mr. Stows. You would have to make a determination of the non- 
fraud portion of the deficiency within the normal statute of limita- 
tions, and then you would be confronted with the second statutory 
portion of the Fraud Act, and that would create a problem. 

Mr. Mitts. What about (c)? 

Mr. Barnzgs. I think it has merit and should be studied. 

Mr. Mitts. Any administrative difficulties there? 

Mr. Stows. No. 

Mr. Mitts. What about (d)? 

Mr. Barnes. It gets pretty onerous the way it is, Mr. Congressman. 
It can certainly almost wipe out a man. I have seen it happen. 
Maybe the ceiling idea might be good. 

Mr. Mitts. You think there is some justification for further con- 
sideration on that? 

Mr. Barnes. I would say so. 

Mr. Mitts. What about (e)? 

Mr. Barnes. I would hate to see that. I think that puts a terrible 
burden on the Commissioner. 

Mr. Mitts. What about (f)? 

Mr. Baker. That violates all the rules of ordinary procedure 

Mr. Mutzs. I thought Mr. Barnes would make that point 

Let us go to 7, investigations by the Intelligence Division. 

Mr. Stowe. I will take that since it relates to the activities of the 
Intelligence Division. 

Of course, other than for item (d), these matters all relate to allega- 
tions of specific instances of improper conduct, or alleged improper 
conduct on the part of Intelligence agents. Again this comes back 
to the same thing we discussed earlier—if there are excesses being 
indulged in by the agents we not only want to know it but we solicit 
information of that kind. 

Mr. Mits. Is there any way that your office can make surveys of 
administration in the field to disclose the accuracy or inaccuracy of 
such charges as appear here? 

Mr. Srowr. We maintain a system of visitation and coordination 
with the field people in order to assure ourselves that they are pur- 
suing the policies and procedures established for them. 

As an instance in point here, there is an allegation that in some 
places fraud investigations have been unjustifiably extended with 
constant harassment and injustice to taxpayers. 

One of the items in the program of the Intelligence Division at the 
present time, and it has been for some months, is the bringing up to 
date of the investigations which are under way; in other words, 
clearing up the old cases, bringing them to a conclusion. 

Mr. Mus. I don’t know whether the word “unjustifiably” applies 
to any case brought to my attention. I do know of cases where the 
investigation has been extended almost indefinitely, certainly a pro- 
longed period of time. Maybe there was justification, [ don’t know, 
but it is a policy of the Department, I gather, to expedite those in- 
vestigations as promptly as possible. Is that right? 

Mr. Stown. That is correct, sir. 

Mr. Mruus. Do you occasionally make surveys to find out whether 
or not the policy is being actually followed? 

Mr. Srownr. That is correct, we not only receive periodic reports as 
to the status of the situation in various offices, but from the national 
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office to the rezion, and by bringing responsible officials of the regions 
into Washington for conferences. We do pursue that to see that the 
program is being carried out. 

Mr. Mruus. Does the inventory show this with respect to individual 
cases? Noone would charce t':t it is common practice for these cases 
to be unjustifiably prolonged, but what they evidently refer to is the 
fact that occasionally there is some appearance of unjustifiable delay. 

Do your records give you anything by which you can judze that 
particular charge with respect to a particular case? 

Mr. Srown. The starting point there, Congressman, would be a 
report to show the ave of the case, the length of time it had been in 
the office of the Intelligence Division. 

Then, of course, as the age appears to be excessive that creates the 
basis on which a question will be directed to the field as to the reasons 
why that particular case has been in process as long as it has. 

Mr. Muuus. It takes longer, I think; does it not? 

Mr. Stows. Very much longer to complete a fraud investigation 
than a normal tax audit, 

Mr. Detx. There is considerable misunderstanding at times, as to 
the length of time it takes to work a tax case, compared to a normal 
investigation for a criminal act that occurs as a single act. 

Few people realize that in a tax case there are literally hundreds 
of items that have to be verified, and sometimes the investigation is 
governed by availability of people, their records, and so on. 

I have found from an experience of my own that once we are 
acquainted with complaints of this kind and are afforded an oppor- 
tunity to explain why the case is taking as long as it is taking, it is 
generally understood. Generally people do not understand the 
extent of a fraud investigation. 

Mr. Mitts. Mr. Delk, for your information, I am certain that 
there is general reluctance on the part of anybody to discuss with 
the Bureau and the Service one of these fraud investigations. 

If a Member of Congress should decide he wanted to do it, one of 
the things he would have to weigh would be whether or not his act 
in doing it might subsequently be interpreted as trying to bring 
pressure to bear, which he himself would not want to be guilty of. 

It is difficult for attorneys, apparently, to get information that 
they think is appropriate. 

I have had some tell me they could not get good answers as to 
why there have been delays, but no Member of Congress would 
want to be in the position of talking to you about it. I am certain 
of that. I doubt that any of them do. 

However, every once in a while I am asked, I am sure all of us are, 
to find out why they cannot bring an end in such cases. 

I always try to explain to them that I know that these things require 
more time. I don’t know enough about the facts, of course, ever to 
judge an individual case. 

Mr. Baker. I come back to earlier discussion of having some cen- 
tral group in Washington to review fraud cases and the alleged criminal 
actions. 

I don’t think it is well to have nine regional offices throughout the 
country doing it. Somebody here should review those situations. 

There is great criticism in the field about the long delays. People 
are scared, and there is no question about it. 
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Does it require legislation to do that? 

Mr. Miuts. I understand it would not. 

We have two more subdivisions, ruling procedure and specialized 
personnel. 

I understand it is not necessary for you to be here with us, Mr. 
Barnes. 

Mr. Barnezs. They don’t concern me. 

Mr. Miuus. This is perhaps your last meeting with us. We reaffirm 
our statement regarding you, Mr. Barnes, and regret your leaving 
the Service. 

Mr. Barngs. Thank you. 

Mr. Mitts. We will resume at 2:30 this afternoon. 


AFTERNOON SESSION 


Mr. Mitus. The subcommittee will come to order. 

Mr. tea let us go back to subdivision (d), Rulings and 
Procedure, and discuss that. 

Mr. Harrineron. Mr. Winkle is the topman on that, Mr. Chair- 
man, and he has with him Mr. Swartz, who is Director of the Tax 
Rulings Division. 

Mr. Miuus. Yes, we remember Mr. Swartz. 

Mr. Winkte. Mr. Chairman, subdivision 7, as I read it, covers 
four areas. The first part of f the subdivision seems to be taken up 
with a description of the rulings process more than anything else. 
Moreover, I believe we did talk this morning about the certiorari 
procedure. I do not know whether you wish me to cover that again 
or not. 

Mr. Mitus. Pardon me? 

Mr. WINKLE. I was saying that I think this morning we covered the 
suggested appeals procedure, and if agreeable with you I will omit that. 

Mr. Miuus. Yes, there is no need to cover it ag ain. 

Mr. Wrnxz. One of the recommendations is that there be no 
further decentralization of rulings authority. We are in agreement 
with the general principle that the rulings authority should be cen- 
tralized. At the Sreaeiit time we are not contemplating any fi Reet 
decentralization of that dn thesty with one possible exception tha 
we are giving some consideration to, and that is the matter of approving 
changes in accounting periods which are now handled in the national 
office. We think that in part, at least, we may be able to decentralize 
some of that work. It is not in the same category entirely as the sub- 
stantive type of ruling to which we think the advisory group had 
primary reference. No definite decision has been made on this, 
however. 

Mr. Miuus. Mr. Winkle, are you saying that you think the advi- 
sory group is right in saying that no attempt should be made by the 
Internal Revenue Service to further decentralize rulings authority? 

Mr. Winkie. That is right. 

Mr. Mitts. I am as interested in whether or not there has been 
already too much decentralization in the area of rulings. 

Mr. Winktz. I personally do not believe there has, Mr. Chairman, 
for this reason: As the advisory group report points out, except in 
two instances which I will disc uss in 2 moment, the field is not author- 
ized to make what we term a “ruling,” a ruling being defined as an 
expression of official interpretation or policy of the Commissioner for 
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the purpose of establishing principles and Service policies in the inter- 
pretation of a substantive provision of tax law. 

The field is permitted to make what we term “‘determination letters,” 
which are defined as responses to inquiries in situations where the issue 
is covered either by the statute, or a Treasury decision or regulation, 
a a published ruling or court decision. 

. Miuts. Is it confusing to lawyers and accountants, this differ- 
ence between a determination letter and a ruling? Do they some- 
times tend to confuse the two and feel that the determination letter 
is actually a ruling? 

Mr. Winkte. As a practical proposition I do not think that many 
of them are confused, Mr. Chairman. Certainly the sophisticated 
tax practitioner I think is quite clear on it. What we have attempted 
to do here is simply to adopt a procedure whereby, once we have estab- 
lished the official position of the Service on an issue, we can keep 
repetitious inquiries on that same issue from coming in and taking 
up the time of the technical people in Washington. Conceivably, 
human nature being what it is, a particular district director may think 
when he receives a request for a determination letter that the question 
is clearly covered by the statute or by the regulations or by a pub- 
lished ruling, whereas in fact it may not be so clearly covered. There 
may be an honest difference of opinion. 

We had occasion not too long ago to conduct a survey for the Forand 
subcommittee in the excise tax area to see if we could find out more 
about complaints made to the subcommittee that there were so-called 
determination letters being issued in the field that were inconsistent 
with positions the national office had taken. I do not have the figures 
with me, but they are in the records of the Forand subcommittee and 
I will be glad to supply them to you. 

That sample—and we think it was a good sample—indicates the 
field is following national office rulings in the excise tax area with 
about 98 percent fidelity. 

So that if the field, in these other areas, is following the prescribed 
instructions in terms of what they have authority to issue and what 
they must send to Washington, there should not be too much con- 
fusion on this. 

Mr. Mitts. Is there any confusion generally among taxpayers 
with respect to these so-called private rulings as to whether or not 
another taxpayer can rely on those rulings? Do you run into any of 
that? 

Mr. WINKLE. Yes, we have run into that. 

Mr. Mitts. There is no justification, according to your policy, for 
anyone except the person to whom the private ruling is given to 
rely thereon. 

Mr. Winx.e. We take that position. What we try to do—when- 
ever we issue a ruling to a particular taxpayer, if it announces a new 
principle of law or interpretation or involves a new or novel question 
of general interest—we try to get the ruling into the Internal Revenue 
Bulletin in published form so that the world can know about it. 
There is, of course, sometimes a lag between the date of the so-called 
private ruling and the date the ruling is published. 

But you are correct in saying that it is our position that in the case 
of a ruling issued to a particular taxpayer, he and he only has a right 
to rely on that ruling in the sense that if we find it necessary to 
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revoke it later, we could generally revoke it nonretroactively in his 
case, but if anyone else had looked over his shoulder and relied on it 
to his detriment, we would not usually apply it nonretroactively in 
his situation. 

Mr. Mitts. I understand it is not unusual to have private rulings 
published in a trade journal, 

Mr. Winkie. That also came up in the Forand subcommittee. 
As a matter of fairness, if the Service has knowledge that a so-called 
unpublished ruling has been picked up by a trade magazine and 
published in the tax services, and so on, then we would, if we revoke 
that ruling, generally apply it nonretroactively across the board. 
We are trying to be fair to taxpayers who rely on something they 
regard as official positions of the Service. 

Mr. Stam. Mr. Winkle, you did not apply that practice last year in 
regard to the annuity ruling where you denied the interest deduction. 
You will recall you revoked the ruling, but as to that taxpayer you 
did not apply it retroactively, although as to the other taxpayers you 
did apply it retroactively, and that particular ruling was published in 
a number of trade journals. 

Mr. Winkie. Mr. Swartz, I think, could comment on that. 


Mr. Swartz. You are talking about the interest deduction in regard 
to annuities? 


Mr. Stam. Yes. 

Mr. Swartz. In the published Revenue ruling it was held that they 
were not deductible, but there had been private rulings that indicated 
they were deductible and those had been circulated by certain insur- 
ance companies. 

Mr. Sram. And I think in some journals, 

Mr. Swartz. Perhaps so. With reference to the nonretroactive 
application denying the interest deduction to people who relied on 
our private ruling, we were uniform in applying it nonretroactively 
to the extent we felt they had relied upon it to their detriment. In 
other words, we would allow them a deduction for the out-of-pocket 
money they had spent, not the full interest deduction, but the extent 
to which they had relied on it to their detriment. Our statement of 
policy with reference to nonretroactive application of a ruling is only 
where the taxpayer has relied on it, and only to the extent he relied on 
it to his detriment and was out of pocket. We allowed a deduction 
to the extent of the net out-of-pocket expense. 

Mr. Mus. Go right ahead, Mr. Winkle. 

Mr. Winkie. The next matter that the group gave attention to 
concerns the exempt organizations work. The group pointed out we 
did have a problem there resulting primarily from the rapid growth of 
private foundations and various other types of exempt organizations 
in the last few years, and the fact also that that work, until a relatively 
short time ago, had probably not been accorded the degree of im- 
portance in the Service as had some other types of technical work. 

The group does indicate that we have been alert to the problem and 
that we had already taken steps through the assignment of additional 
personnel to improve the performance of the branch, and that a review 
of the entire exempt organizations problem had been undertaken by 
the Service before the matter was brought up by the advisory group. 

That survey is still underway. We are, however, already taking 
some steps that have resulted from what we have seen to date in that 
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we are realining some of the work in the branch by dividing it into 
smaller groups to get better supervision. We have also been givin 
more attention to our inventory problem, and we are discussing wit 
our personnel people the possibility of doimg some upgrading. I 
might say we had already upgraded some of the positions in that work 
2 or 3 years ago, and that the situation has improved in this respect 
over what it was back, let us say, in the late forties and early fifties. 

In one area, as you know, we have what we feel is a problem that 
perhaps will need legislative attention. 

The advisory group concluded by saying they were not in a position 
to offer affirmative recommendations as to changes, but they indicated 
they felt it was a matter that should be subject to further review by 
the Service, and that is being done. 

Mr. Miuus. You have, of course, a very difficult administrative 
problem to begin with in this area. 

Mr. Wink ie. That is correct. 

Mr. Mitts. And the situation can be improved, perhaps, adminis- 
tratively from a continuing effort in the direction that you have just 
outlined? 

Mr. Wingte. Yes. 

Mr. Mitts. Is there any further thinking, Mr. Winkle, that you 
and your people have with respect to anything that we in the Congress 
could do to be of assistance to you? 

Mr. Winkie. There may be other areas that might lend them- 
selves to some different statutory treatment, perhaps, but, quite 
frankly, as of now my own feeling is that, apart from the one problem 
that we did discuss with the subcommittee some weeks back, this is 
primarily an administrative and enforcement problem. 

Mr. Mitts. Personnel? 

Mr. Winkte. Personnel and procedural; but primarily a matter of 
getting more of the kind of people we need in that type of work who 
will be able to cope with some of the terrifically complex problems 
involved. 

Mr. Mitus. Is there any difficulty under civil-service rules and 
requirements in the way of the accomplishment of that objective? 

Mr. Winkte. Nothing specific, Mr. Chairman. I think it is largely 
a matter of persuading the civil-service people, the personnel people, 
that this work, which at one time admittedly was not too difficult is 
now difficult in the extreme. 

Some years ago when private foundations were not as fashionable 
as they are now, and when there was not the interest there is now 
in international and domestic problems of one kind or another as a 
consequence of which organizations interested in these and other 
problems have been established—the work was regarded as fairly easy. 

I think this aspect of the problem lies in establishing to the satis- 
faction of our personnel people and the civil-service people that this 
picture has changed drastically now and that there are probably as 
difficult, if not more difficult, problems in the exempt organizations 
area as there are in the corporate or other technical areas. 

Mr. Mitus. There would be a natural interest, I would think—al- 
though I do not accuse it of having existed in the Service—of placing 
what you would describe as your tiptop personnel in an area where 
there may be something coming in in the way of additional revenue, 
and to pass over as less important the area where there is not likely 
to be anything coming in, regardless of how good the administration is. 
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But actually this thing is becoming so important now, as you have 
pointed out to us before, that the question of dollar return cannot be 
the only factor that determines the caliber of men that you have 
doing particular work, or the classification of those men. 

Mr. Wrnkxe. I think that is a correct statement. 

Mr. Miuus. I have been very much concerned since you told us 
sometime ago about the number of organizations per month that come 
in requesting tax-exempt status. 

Is there anything you want to say to us about No. 5? 

Mr. WinELE. We are disposed to think that that is a good recom- 
mendation. 

We have already made clear that there are particular kinds of cases 
that we will not issue rulings on. They are largely in the factual area, 
valuations issues, for example, where we feel we are not in a good 
position to work simply on the basis of a paper record in Washington, 
and that the situation lends itself to more intelligent handling in 
connection with an audit of the return. 

We also, as you probably know, have published the fact that, in 
general, until regulations are issued under a particular section, we 
will not issue rulings in doubtful cases arising under that section ex- 
cept in hardship cases. I think that situation has diminished quite 
a bit. There are not nearly as many cases of this kind now as there 
were when the regulations program first got underway. 

But there are still some other situations where we decide we will not 
rule, either because we are in litigation on the question or for some 
other reason, and there I think we could make that known through 
an announcement in the bulletin. That is a recommendation we 
intend to do something about. 

Mr. Miuus. Mr. Stam. 

Mr. Stam. Some of the complaints we have had deal with sub- 
section (c) where they want a ruling as to a particular transaction to 
see if it is taxable or nontaxable or whether it is a nontaxable reorgani- 
zation. A lot of people have complained that they cannot get a 
ruling, that the Service takes the position they will not rule on this 
particular problem. I know the advisory group working on sub- 
section (c) provisions have indicated that in a number of their meetings. 

Mr. Wrinke. Mr. Swartz advises me that there are some problems 
in that area as you have indicated, but I am not familiar with them. 
We will definitely consider that. 

Mr. Mitts. Let us go to 8 unless there are some questions about 7. 

Mr. Winxte. I think this is one I will share with Mr. Stowe since 
the advisory committee seems to be talking not only about the need 
for specialized personnel in Washington, but also in the field offices. 

As the committee points out, we do have in Washington certain 
groups of specialists that concern themselves exclusively with some 
of the more intricate sections of the code. 

We have, for example, a group that deals with nothing but pension 
trusts, another with reorganization problems, another with exempt 
organizations, and so on. We also have an engineering branch that 
deals with natural resources and other engineering problems. 

The advisory group concedes that, but they say there may be 
other specialized areas where it might be useful to set them up special 
groups also. 

Here, again, we intend to look into the proposal. However, there 
are a couple of considerations we think must be taken into account. 
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One is whether we get a sufficient volume of a particular type of 
problem to warrant setting up a special group to handle it. And 
then there is the recruitment problem that is always with us in this 
area. 

Whether we have certain groups to handle such matters as foreign 
income and so forth, I do not think is as important as the fact that 
we do definitely have specialists on those problems, even though 
they are not set up in separate groups. In the area of foreign income, 
for example, we have three people who are specialists on that problem. 

Mr. Mitts. Mr. Winkle, I think what they were thinking of pri- 
marily was a desire to have a group opinion rather than a single 
opinion with respect to some of these more intricate subjects that 
they have outlined here, not just one man but a group. How many 
would constitute a group, I do not know, but at least more than one 
would be involved in the determination and recommendation. 

Mr. Wrinxte. I did not get that from the recommendation. That 
may very well be what they are referring to. 

Mr. WINKLE. Perhaps I have not made myself clear, Mr. Chair- 
man. In the reorganization area, for example, we do have a group 
made up of 20 highly skilled technicians dealing with nothing but 
reorganization problems. 

Mr. Mitts. Here in Washington now? 

Mr. WINKLE. Yes. 

In the pensions and exempt organizations work we have a group of 
54 technicians who concern themselves with nothing but those types 
of cases. 

In the engineering branch we have a group of engineers who concern 
themselves with nothing but engineering problems. Then, as Mr. 
Swartz just reminded me, we have a group that concerns itself with 
excise taxes; another that concerns itself with employment taxes; 
and so forth. 

As I read the recommendation, they are saying that is all to the good, 
but they say there ought to be more of them. For example, I take it 
they are suggesting we ought to have a special group to deal with 
insurance companies. There, as I have pointed out, we do not have 
a group and I doubt very seriously that the volume of work in that 
area would justify the establishment of a group, but we do have 1 or 
2 specialists in that area. They are assigned to our Corporation 
Branch, but they handle insurance problems. 

Mr. Mitts. Are they readily available to the taxpayer? How does 
the taxpayer get his problems before them? 

Mr. Wrinxte. The taxpayer gets his problems before them by a 
written request for a ruling. In addition to that, their advice is 
available to the field. The field can request their technical advice. 

—s Mitts. So they do often assist with the determination in the 
field? 

Mr. Wrnxte. In the sense that they do respond to requests for 
technical advice. 

Mr. Stam. That would have to come from the field, it could not be 
initiated by the taxpayer? 

Mr. Winxte. It could be initiated by a taxpayer in the form of a 
request for a ruling with respect to a return not yet filed. 

Mr. Sram. There was some complaint about the fact that you had 
changed the procedure in the engineering division so that the engineer- 
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ing group in Washington were getting farther and farther away from 
the problems in the field. 

As you will remember, they used to let them come into Washington 
so that the engineers could see what the problems were, and they 
would hold them a certain number of days. 

Mr. Winkie. That is correct. 

Mr. Stam. Now they are just writing regulations and doing things 
like that that do not bring aii in contact with the actual problems 
as was the case under the old procedure. 

Mr. Winkue. [ think there is some justification for that complaint. 
What happened is this. Prior to the reorganization the engineers in 
the Revenue Service, as a practical matter, were pretty much under 
the control of the Engineering and Valuation Division. They could 
transfer them from one post to another, and select particular engineers 
to handle particular cases, and so forth. They also received here in 
Washington under what we called a 5-day review procedure, the 
engineer’s, and sometimes the revenue agent’s, reports in engineering 
cases, with some exception where there was a high caliber reviewing 
engineer in an Office. 

Mr. Miuus. You have a shortage of engineers, actually, available? 

Mr. Winkie. That is right. 

But that 5-day review procedure was done away with, and there 
is some merit to the contention that for that reason the engineering 
people in Washington have less opportunity to expose themselves to 
some of the practical problems in the field than they formerly had. 
They do get copies of the reports, but they do not get the complete 
files as they formerly did. 

That, as I indicated at the first session we had with the advisory 
group, is something that not too long ago we had given our attention 
to. We circulated to the field a questionnaire in which we in effect 
said, ‘“This procedure has been going on for some years now and we 
think it is time to appraise it.” 

We had been awaiting the receipt of the Advisory Group report 
before we proceeded with our final evaluation of the responses to 
those questionnaires. I am not prepared to say what we will do in 
this area, but I can definitely say that we think we have something 
of a problem—how serious it is is something else—and we will give it 
attention. 

One of the things we are thinking of is the establishment of the 
position of regional engineer, and placing all the engineers in a region 
under that official. We have not yet reached any conclusion, however, 
as to whether it would be good or bad to reinstate the 5-day review. 

Mr. Mus. At least the advisory group, in No. 3, goes along in a 
general way with what you have in mind for engineers, that suggestion 
of yours for an upgrading of engineers? 

Mr. WinkxE. That is part of the problem. It is not quite the same 
thing I was talking about in this sense. 

I think what they are referring to in No. 3 is this: Prior to the 
change that was made in the status of the engineers, there were certain 
types of cases selected for audit where it was mandatory that those 
cases be referred to an engineer revenue agent on the engineering 
issues involved. That is no longer the case. 

The engineers who formerly had a decision-making responsibility 
as respects engineering issues now have only an advisory responsibil- 
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ity. They can be brought in or not brought in as the examining reve- 
nue agent in charge of the case decides. That, also, is part and parcel 
of the problem to which we are giving attention. 

Mr. Mitus. What do you have to say about No. 4? 

Mr. Winkte. That, as I recall, has to do with the grades and 
classifications of these specialists. I think it is part of the broader 
problem we have been discussing. In a sense, in some areas at least, 
it perhaps represents a more acute problem than does the broad one. 
We talked about the engineers a few moments ago. I think some of 
the difficulties we encounter in attempting to recruit engineers can 
be gathered from the pages of the New York Times. Any Sunday 
you want to check the Times you can see 8 or 9 pages devoted to ads 
forengineers. In the past advertisements in engineering journals were 
pretty much taken up with trying to sell engineering products; now 
they are largely taken up with full-page want ads for engineers. We 
have the same problem in other areas. Our pension trust men are 
also in demand. Off the record. 

(Discussion off the record.) 

Mr. Winkuz. In these specialized areas the problem of retaining 
the better men is serious. The turnover rate in toto is not great. 
Last year we recruited 55 people and lost 25, some by resignation or 
death, but some by going out to private industry. They do not take 
too many of them, but those they do take, unfortunately, are always 
our better men that we can ill afford to lose. 

Mr. Mitts. There are not only problems in the lower echelons of 
the respective classifications, but there are equally great problems 
all the way through, even to the top echelons. 

Mr. Winkte. That is right. 

Mr. Mitts. Is there anything further you want to say now on any 
part of 8? 

Mr. Winxue. No; I think that concludes what I have to say. 
Mr. Stowe might like to add something. 

Mr. Mutts. I was going to ask Mr. Stowe to comment. 

Mr. Srowe. I do not believe I can add much of substance to what 
Mr. Winkle has said. The recruitment problem is extremely acute. 
Several years ago we were trying to recruit petroleum engineers out 
of the technical schools in Texas and were able to offer, I think, the 
top starting salary of $5,600 when the major oil companies had their 
recruiters there offering the same men $10,000 to $12,000. The 
situation has become worse since then. 

We are currently putting on a drive to attempt to recruit more 
engineers for the field offices. How successful we will be we will 
know much better 3 or 4 months from now after the graduating classes 
are out and have decided on where they will take their employment. 

Mr. Miuus. Mr. O’Brien, do you have anything? 

Mr. O’Brien. No. 

Mr. Mitts. Mr. Ikard? 

Mr. Ikarp. No. 

Mr. Miuus. Mr. Baker? 

Mr. Baker. No. 

Mr. Miuus. Mr. Stam? 

Mr. Stam. No. 


Mr. Mirus. We appreciate having you gentlemen with us so we 


could get the reactions to the suggestions and recommendations of 
this advisory group. 
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If you will expedite the submission of any additional material that 
you think should be in this record for purposes of clearly setting forth 
the position of the Service with respect to any and all of these points 
made, it will be appreciated because I want us to move as rapidly as 
we can in making such recommendations as the subcommittee deems 
advisable for the benefit of the full committee. We do not mean 
tomorrow but as quickly as it is feasible for us to do it. We will 
have to go over some of this and study it before we make up our minds. 

Mr. Baker. I have a question of Mr. Harrington. 

Mr. Harrington, this is not in this report, but I would consider 
withholding administrative rather than substantive. 

In other words, the purpose of withholding is to collect money. 

Have you made any studies recently on extending the withholding 
tax further than it is under the present law? 

Mr. Harrineton. I do not think we have. Mr. Winkle, have we 
made a study of the withholding problem as to whether it should be 
extended? 

Mr. Winktez. There have been proposals made that I am not overly 
familiar with, unfortunately, that we raise the ceiling, so to speak. 

Mr. Baker. I mean extend it into something besides personal 
service. 

Mr. Smirn. We devoted a good deal of thought in the Treasury 
Department to that. 

Mr. Baxer. Let me tell you how it came to my attention. A 
constituent of mine wrote to me referring to the Joe Louis case, a 
high-class man. He said there is a prizefighter that does not take 
much time in business matters. Why not introduce a bill to make 
prizefight promoters withhold? That letter impressed me, whether 
we should study a further extension of withholding. 

Mr. Harrineton. May I say something off the record? 

Mr. Mitts. Off the record. 

(Discussion off the record.) 

Mr. Baxer. Take the case of a man who spends it and does not 
save his money to pay his tax. 

Mr. Harrrneton. You are raising a question as to whether we 
should withhold on these athletes or entertainers who have a limited 
span of earning power? 

Mr. Baker. Yes. 

Mr. Harrineron. I think that is worthy of some study. It might 
well be a feasible thing to do because it is true that those people— 
we have had others, the papers commented on other entertainers 
whose purses we have attached—if those people get a large income 
in the first few months of the year and spend it all, maybe they have 
lost their contracts and have no earning capacity at the time they 
have to pay the tax. So there is some substance to what you have to 
suggest. I believe we should make a study of it, and I am sure the 
Treasury Department would to aleng with us. 

Mr. Baxer. They spend the money and you have no way of col- 
ecting. 

Mr H ARRINGTON. We have no way of collecting on a self-employed 
person not subject to withholding. 

Mr. Smiru. It is worth a lot of attention and study. This is the 
sort of problem that comes up. The people that are in these very 
high earning levels may not know at the beginning of the year what 
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their earnings are going to be. If it is a baseball contract, you have 
an annual contract, but with a prizefighter how many purses will he 
have? Will he bein the 40-, 60-, or 90-percent bracket? You have no 
basis for establishing a withholding rate. 

Then there is the question of what their expenses are going to be. 
Among the entertainers, among the athletes, especially among the 
entertainers, sometimes the payment to them is something out of 
which they must hire a lot of other people, whether running a training 
camp or hiring the rest of the radio program. So what presumptive 
expense will have to be allowed for? 

If you wait until the end of the year to settle that and withhold in 
the meantime, they do not have the cash with which to pay their 
actual expenses as they go. I repeat that that is not a reason for 
saying it cannot be done, but it is the sort of problem that is a great 
deal more complex than in the case of ordinary withholding at a single, 
flat rate on the individual who has a regular recurring income, 

Mr. Baker. The entertainers would be supposed to withhold based 
on last year’s income. 

Mr. Smirn. They are supposed to estimate and project it. 

Mr. Baker. It would have to be an extension of that. 

Mr. Smiru. One of the saving clauses or one of the safety valve 
clauses on the present requirements for declarations of estimated tax 
is that he can pay the tax based upon what his last year’s income was, 
if you do that you are allright. If your income was $20,000 last year 
it is $75,000, the year can be over and the money spent before you 
get caught up on. 

Mr. Mitts. I wonder about statements that nothing can be done. 
Let me give you this type of situation, which is very extreme, to see 
whether there is anything you could do about it. 

Joe Doaks announces that next morning after he fights the cham- 
pion for the heavyweight title he is going to Europe to spend 2 or 3 
years and live high on this purse that he expects to win along with 
the crown, the heavyweight crown. You have that brought to your 
attention, that he intends to leave immediately. Is there not a pro- 
vision in the Jaw that would permit you to end his taxable year as of 
the night of the fight and to levy the tax against him and have some- 
body there to collect it? 

Mr. Stowr. We have done that on one or two occasions. Off 
the record. 

(Discussion off the record.) 

Mr. Mirus. I hope that there is a program underway within the 
Service at the present time that will continue to produce for the 
future able men like you have been able to bring to us in these 2 days 
for consideration of this matter. I would shudder to think what 
would happen when these young men over here get ready to quit if 
we did not have a training program to produce their equal to handle 
their cases. I know it is a tremendous job and requires the very top 
caliber of men. I realize that fully. 

We appreciate so much the kind cooperation you have given us. 
We thank you very much, all of you. 

Mr. Harrineton. Thank you for this reception, sir. 

(Whereupon, at 3:30 p. m., Friday, January 18, 1956, the hearing 
was concluded). 

(The following was submitted for the record:) 
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Unitep States TREASURY DEPARTMENT, 
OrFicE oF COMMISSIONER OF INTERNAL REVENUE, 
Washington, February 14, 1957. 
C:A:P 
Hon. Wiisur D. MILs, 
Chairman, Subcommittee on Internal Revenue Taxation, 
Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear Mr. Mitts: I again want to thank you and the members of your sub- 
committee for giving us the opportunity to discuss with you the report of your 
special advisory group on Internal Revenue Administration. Although my staff 
and I have already given much time and thought to the report, we are going to 
study it further to be sure that we get the full benefit of the views expressed 
therein. In response to your suggestion for supplementary and clarifying 
materials, we are submitting certain additional information pertaining to Service 
personnel and also summarizing the tentative views we presented at the hearings. 

We agree generally with the advisory group’s views on personnel matters as 
presented in subdivision I of the report, excepting those relating to the Inspec- 
tion Service about which I have more to say below. As we indicated to you at 
the hearings, we are studying these problems and will do the best we can within 
the budgetary and civil-service framework. We are determined to build a ‘“‘blue 
ribbon” Internal Revenue Service, and I know we can count on your continued 
understanding and assistance to help us achieve this goal. 

The effective operation of the Internal Revenue Service at the high levels of 
integrity, competence, fairness, and performance demanded by the Congress, 
the administration, and the taxpayers requires more than constant search and 
research for better organizational methods and procedures. These are impor- 
tant and they should not be minimized. But the best of paper organizations and 
the best of well-intentioned procedures and programs will fall flat and fail to 
reach the desired objectives without tobtlovel: executive direction and qualified 
technical personnel imbued with the spirit to work for and obtain the fairest 
and most effective tax administration in the world. And, top-level executives 
and qualified technical personnel cannot do their best without a proper comple- 
ment of efficient clerical services, adequate equipment and quarters. 

In brief, the development and maintenance of a “blue ribbon” Internal Revenue 
Service requires adequate numbers of qualified executive, technical, and clerical 

ersonnel; and, proper equipment and quarters. A “blue ribbon” Internal 
evenue Service can be developed by the following means: 

Provide adequate pay from the bottom to the top of the Service jobs to get 
and keep qualified personnel, and then see to it that they are properly trained. 

Provide funds to handle the equipment problem. Up until now, plans for 
equipment replacement have had to be set aside because all available funds have 
had to be used to provide needed personnel. 

Provision of proper operating quarters first requires agreement on the kind of 
quarters that will promote the Service’s efficiency and effectiveness. Such agree- 
ment will provide the basis for cost estimates and permit decisions on how and 
when the space should be acquired. 

Here is where the Service stands on these matters now: 

Personnel —We do not have starting grades and pay high enough to get the 
quality of personnel we need. 

We do have a GS-11 grade for semisenior revenue agents which permits an 
effective promotion program for the younger agents. However, this answers only 
part of the problem of keeping technical personnel, since it does not permit an 
effective promotion program for the senior agents. 

We do not have high enough grades and pay for our top technical and super- 
visory personnel. This is where our most serious losses take place. Even when 
we are able to bire above-average personnel, we lose them because we cannot give 
them reasonable pay in line with the technical skills and responsibilities they ac- 
quire at the higher levels. These losses are not large in number, but they are 
critical from the standpoint of maintaining a high level of technical quality and 
an adequate pool of future executives. 

We do have a new framework for an up-to-date training program which we 
believe will prove adequate to obtain and maintain the high technical skills re- 
quired under the modern Federal tax laws. We are beginning to implement this 
program as fast as we can, but we will need more funds and technical personnel 
to do this important job quickly and well. 

We do not have enough supergrades to maintain higher subordinate technical 
grades and first-line supervisory grades. There is no solution in sight on this. 
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Equipment.—We have almost completed the development of a specific equip- 
ment program which will require additional funds to place it into operation 
next year. 

Quarters.—We have been studying the adequate quarters problems with the 
General Services Administration. By next year we will have determined the 
kind of quarters we should obtain and the costs involved in getting them. 

I want to tell you that I am happy to have had the opportunity to clarify the 
present functions of the inspection organization in the Interna] Revenue Service. 
Owing to its historical background and organizational development, there is 
still considerable misunderstanding about this operation, both in and out of the 
Service. I am convinced that the inspection function is basically sound and is 
a necessary adjunct to the Commissioner’s Office, without which the Commissioner 
cannot effectively discharge the duties and responsibilities placed upon him. 
Better training of the inspection personnel as to their duties and responsibilities, 
and better education of Service personnel, as to the functions of the inspection 
organization should go far towards meeting the current criticisms in this area. 
We will soon issue a statement clarifying the present authority of the Inspection 
Service to review the decisions of examining officers, since there appears to be 
considerable confusion on this point. In this connection, we will continue to 
study the scope of the functions of the inspection organization, along with our 
general study of the extent of supervision required in the Service to assure an 
effective and equitable Federal tax administration for all taxpayers. 

A review of our policy respecting the examination of the income-tax returns 
of Internal Revenue Service employees has been underway for some time. As 
the result of that study I am now able to announce to you a major change in the 
policy. Henceforth, the returns of Service employees will not be subject to 
mandatory examination merely because they are Service employees. Instead, 
these returns will be made available for audit classification at the regional level 
(rather than at the local level), and they will be screened in accordance with the 
same selection standards applicable to other taxpayers. 

Our study indicated that the results obtained from the mandatory employee- 
audit program were not productive of any net increase in tax. Moreover, this 
program did not develop any substantial evidence of employee misconduct 
requiring disciplinary action. 

Within the past several years additional safeguards have been developed 
through the operations of the Inspection Service with its internal audit and in- 
ternal security functions. It is my considered opinion that these investigative 
activities provide effective safeguards to assure a high level of employee integrity. 

Turning to Subdivision II, we agree with the Advisory Group that further study 
of organizational matters is desirable. This is an area to which I have personally 
been devoting a good deal of time and thought. As you know, the Service’s 
present organizational form is young and has been going through a trial period. 
Several changes have already been made, and I am sure more will be made in the 
future, if for no other reason than the Internal Revenue Service is dealing with 
dynamic tax problems. As a going concern, the Service must evolve to adapt itself 
to these changing problems. 

The present organizational framework is sound. I am convinced that the 
Commissioner must have the assistance of a number of field managers (i. e., 
regional commissioners) to deal effectively with the far-spread field organization 
required to administer the Federal tax structure. We will continue to study the 
duties and responsibilities assigned to the regional commissioners and other 
Service officials to see that the best operating results are obtained. It is my 
policy to deal affirmatively with these organizational matters as they arise and, 
in this connection, we will give consideration to this portion of the Advisory 
Group’s report. 

Regarding field audit procedures, subdivision III, we are in general agreement 
with the views of the Advisory Group. I believe we have already disposed of 
what may appear to be differences of view about the functions of the Inspection 
Service. Actually, we have been moving in the direction of the goals outlined in 
this subdivision. Where the rate of progress is slow, the explanation is not dis- 
agreement in approach, but limitations imposed on the Service by factors not 
under its control, such as availability of funds. 

We agree that the average taxpayer’s attitude, namely, willingness to pay his 
correct tax voluntarily, is the very cornerstone of successful administration of the 
Federal tax structure. To maintain this attitude at the necessary high level 
requires both fair and efficient handling of taxpayer matters on our part. For 
these reasons, we let no taxpayer complaint go unchecked, and we try to reduce 
them to a minimum by eliminating their causes. It also requires, however, a 
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large enough enforcement program to guarantee the maintenance of a general 
feeling that those who shirk their tax duties and cheat will be brought to justice 
and penalized. 

As to the other points in subdivision III, we are already reexamining the grade 
and classification area; the office audit program is being expanded, and we are 
using office audit procedures to cover a greater variety of tax returns; we are 
providing more clerical assistance to our field offices so that less time of examining 
officers need be applied to clerical duties; our present use of information returns 
is limited by budgetary restrictions, but we will do more of this kind of work 
as soon as we can; and lack of manpower has also placed an undesirably low limit 
on the number of exempt organization returns examined. As we indicated, the 
taxpayer assistance program is reviewed and reexamined each year, and we con- 
sider our efforts in this area to be under firm management control. 

On the question of reopening cases, discussed in subdivision IV, the Service 
has a good record in view of the very small number of cases reopened, amounting 
to only a fraction of 1 percent of the total number examined. We agree, how- 
ever, that this is a sensitive area that must be carefully and continually supervised 
and controlled. It is also an area in which we must strive for as near perfect a 
record as can be attained, considering the human equation involved. We are 
continually reviewing our existing organizational framework and procedures for 
achieving the uniform application of the tax laws to see whether we can improve 
upon them and provide better tax administration. 

As we indicated at the hearing, we find little to agree with in the advisory 
group’s views on civil settlement procedures, subdivision V. We believe the 
recently revised informal conference procedure will prove adequate to cope with 
the problems of complex cases, based on the experience in some of our larger 
district offices that have been using substantially similar procedures. The 
Advisory Group fears that the revised procedure will prove to be inadequate in 
complex cases, for which they recommend a more formal procedure. We propose 
to give the revised procedure an extended, fair trial and then reappriase it. If it 
is not working effectively, we will change it. We intend to continue to require 
the group supervisor to prepare separate reports for the informal conferences he 
holds, because we believe the group supervisor, and not the examining officer, 
should be responsible for making the record on his conference decisions. 

Our experience with the operations of the regional appellate divisions indicates 
that the existing organizational framework and procedures are adequate for deal- 
ing successfully with the settlement issues and problems brought before these 
divisions in both the nondocketed and docketed cases. In view of the importance 
of the appellate divisions to the effective administration of the tax laws, we will 
continue to strive for more efficient operations in this area. 

Owing to the vastness of Federal tax administration operations, the Commis- 
sioner of Internal Revenue must constantly try to increase certainty and clarity 
in the administration of the tax laws, and to settle as many tax differences as 
possible by administrative methods and procedures. Judicial action should be 
sought only as a last resort to the orderly solution of difficult legal tax questions. 
Moreover, the Commissioner and the Chief Counsel must coordinate closely their 
policies and work programs. To this extent I agree with the advisory group’s 
observations on litigation policies presented in subdivision VI. 

Because of the complexity of the tax laws and of the importance to the Govern- 
ment that the legal advice rendered be sound and far seeing, I cannot overstress 
the importance to the Commissioner of the Chief Counsel’s Office. The Chief 
Counsel, and the legal staff under him, must have that high professional caliber 
necessary to handle both the legal complexities and the day-to-day volume of 
this work, if the Commissioner is to discharge his responsibilities timely and well. 
Aside from these general observations, I do not believe we need comment on the 
specific recommendations and suggestions, since the views of the Treasury officials 
who are directly responsible for the policy considerations involved are available 
to you. 

Regarding the views of the advisory group on rulings procedure in subdivision 
VII, we agree that the basic ruling authority must be maintained in the national 
office. We are not contemplating any further decentralization of this authority 
over substantive matters. 

As we indicated at the hearing, the certiorari procedure recommended by the 
Advisory Group on a trial basis has both important possible advantages and 
disadvantages. This is an area we want to study thoroughly with our field officials 
before attempting to arrive at a firm conclusion. 

For the most part, the rulings problems in the exempt organizations area are 
basically administrative in nature, excepting those stemming from section 50] 
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(c) (3) and (4) of the 1954 Internal Revenue Code. We feel, therefore, that we 
can manage to improve our performance in this area through administrative 
action. A survey of the exempt organizations work is underway. We will con- 
tinue to keep this area of our work under close management supervision to assure 
the needed progress. 

We agree with the Advisory Group’s recommendation that the Service’s refusal 
to rule on a particular issue is an important decision that should be published 
where the nonruling policy is to be in effect for any substantial period of time or 
for an indefinite period. This matter has not been handled with complete uni- 
formity in the past, although from time to time press releases and Internal 
Revenue Bulletin announcements have been made to publicize some of these 
decisions. The Service’s general ruling policy is outlined in revenue ruling 54-172, 
C. B. 1954-1, page 394. This published statement describes some of the areas 
in which the Service will not ordinarily issue rulings. We intend to publish sup- 
plements to this statement from time to time covering decisions not to rule where 
the prospect is that such a nonruling position will remain in effect for a substantial 
or indefinite period. In this way we expect to keep the public better informed 
as to the Service’s decisionsi n this area. 

We are in substantial agreement with the advisory group’s observations in 
subdivision VIII on the need for centralized groups of experts. We believe we 
already have in actual operation in the national office the centralized pools of 
experts they recommend. Taxpayers have access to these technicians via re- 
quests for rulings, and our field officials may request their technical advice. 
In general, these experts are organized into divisions, branches, and sections 
under the Assistant Commissioner (Technical). The branches cover subject- 
matter areas such as reorganization and dividends, estate and gift taxes, excise 
taxes, pensions and exempt organizations, and engineering and valuation. 

The sections under a branch cover subject-matter specialization such as pension 
trusts, exempt organizations, public utilities, etc. In addition, where the subject- 
matter workload is not large enough to warrant an entire section, there is speciali- 
zation within sections by smaller groups of technicians. Actually, the Service’s 
organizational setup is flexible in this area, and whenever the volume of specialized 
work or its importance reaches the point where it is practical, a special section is 
set up. 

With regard to the advisory group’s views on the use of engineers, the Service 
is having substantial difficulty recruiting enough engineers, and we are considering 
several alternative methods and procedures for improving the effective utilization 
of the available engineering personnel. 

Referring to the advisory group’s observations on the problems of recruitment 
and attrition of technical personnel, the Service is, of course, attempting to cope 
with them. This is one of the more specialized and difficult aspects of the general 
personnel problem aiready discussed above. 

I firmly believe that taxpayers who have willfully sought to defraud the Govern- 
ment of its taxes should be brought to justice. The interests of the honest tax- 
payers bearing their heavy tax burdens must be vigorously protected. Never- 
theless, we agree with the advisory group that any of the undesirable actions 
listed in the “General” section under subdivision IX must be avoided, insofar 
as it is humanly possible to do so. In this regard, we repeat our statements before 
you that the national office officials solicit information in any case where Service 
employees are alleged to have engaged in excesses or appear to have gone beyond 
the proper bounds of their duties and responsibilities and the policies of the 
Service. Aside from this, I do not believe we need to add to the record developed 
at the hearing on administration and procedure in fraud cases. 

I want to repeat that we feel the report of your advisory group is a constructive 
report from which the Service will gain much. I must emphasize, however, that 
effective solutions are not in sight for our major problems unless favorable operat- 
ing circumstances are provided to develop a “blue ribbon” Service. I want to 
thank you and your subcommittee for the serious attention and understanding 
you are giving us in your efforts to make the Internal Revenue Service into the 
top-level organization the American taxpayers deserve. 

Sincerely yours, 
RussELL C. HARRINGTON, 
Commissioner. 








APPENDIX 


TaBLE 1.—Enforcement personnel on rolls at close of year, fiscal years 1950-56 














Collection Revenue Office Special Other en- Total en- 
Fiscal year officers agents auditors agents forcement forcement 
personne] ! personnel 

10, 174 7, 705 3, 194 1, 283 3, 840 26, 196 

10, 634 8, 147 3, 296 1, 251 3, 795 27, 123 

10, 300 7, 815 3, 278 1. 218 3, 593 26, 204 

9, 074 7, 601 3, 064 1, 210 3, 678 24, 627 

6, 877 10, 605 2, 430 1,277 3, 646 24, 835 

5, 585 11, 255 2, 135 1, 559 3, 668 24, 202 

5, 660 | 10, 862 2, 127 1, 549 | 3, 658 23, 856 


1 Includes alcohol-tax inspectors, alcchol-tax investigators, storekeeper-gagers, and returns examiners. 


TaBLE 2.—Schedule of annual salary rates by grade (Classification Act of 1949, as 


4 
amended by the acts of Oct. 24, 1951, Sept. 1, 1954, and the Federal Employees 
Salary Increase Act of 1955) 


GENERAL SCHEDULE 


Rates within grade 


b c d e f g x y Zz 
(lon. 
| gevity) 
$2,775 | $2,860 | $2,945 | $3,030 | $3,115 | $3,200 | $3,285 | $3,370 | $3, 455 
3,045 | 3,130] 3,215 | 3,300] 3,385 | 3,470] 3,555 3,640 3, 725 
3,260 | 3,345 | 3,430] 3,515 | 3,600] 3,685 | 3,770 | 3,855 3, 940 
3,500 | 3,585 | 3,670] 3,755 | 3,840] 3,925) 4,010 | 4,095 4, 180 
3,805 | 3,940] 4,075 | 4,210} 4,345| 4480] 4,615| 4,750 4, 885 
4,215 | 4,350 | 4,485| 4,620] 4,755 | 4,800] 5,025| 5,160 5, 295 
4, 660 4, 795 4, 930 5, 065 5, 200 5, 335 5, 470 5, 605 5, 740 
5,105 | 5,240 | 5,375 | 5,510] 5,645); 5,780| 5,915] 6,050 6, 185 
5,575 | 5,710) 5,845| 5,980] 6,115| 6,250] 6,385] 6,520 6, 655 
6,050 | 6,185 | 6,320] 6,455] 6,590] 6,725| 6,860] 6,995 7, 130 
6,605 | 6,820] 7,035] 7,250) 7,465 |_-..---- 7,680 | 7,895 8, 110 
7,785 | 8,000} 8,215] 8,430] 8,645 }....-.-- 8,860 | 9,075 9, 290 
9,205 | 9,420; 9,635} 9,850 | 10,065 |........ 10, 280 | 10,495 | 10,710 
10, 535 | 10, 750 | 10,965 | 11,180 | 11,395 |...-.-- 11,610 | 11,825 | 12,040 
11, 880 | 12,150 | 12,420 | 12,690 j.....---]_....- 12, 905 | 13,120 | 13, 335 
BA 215 5 DEON 1 28; O46 | 30 FOO tno 5 cc eso es cae 
14,190 | 14, 405 


Oe 
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TABLE 3.—Internal Revenue Service employment as of June 30, 1956, 
by employment grades 








Employment grades National Field offices Total 
office 

Special ungraded positions... ....................-.---.-..--.-- DR eapsenscmebion 1 
General schedule grades: 

DD j.nndnccinntestedrenuma biidinddpndainddaaniandaimaiiieanes I Reaivecialvadkaueaed 5 

NF wcccusemaeensjcnsbanuuiwitsdescsbesSsbeqnammegessdehe y 9 18 

16... women wnntradedsscbeskuneunndscesesphsebhingbadetasentte 6 {8 & 

1B aninnainnessddeccceninpuundegpqeeninggeasbGhads eee 86 225 311 

ME cw ninewewuddtdehercebdbpsecktdecsdudennspinetaataaan 155 445 600 

Wiawetechtasauigatwncs) dibacekDanodeh dace hdd taal 264 1, 573 1, 837 

12 poder craswcbeetberuraitely ap iiatticbl sada aaa ehatncnsgi a adiagael 261 2, 195 2, 456 

Bhipabccnepdnecaduhsnnepunpenapdiniciheciabd asain aan 196 4, 337 4, 533 

a eS ae 2 Se ee eee eS SS 20 339 359 

Qicceweteindeecs da gececsubpeusacuddelpeceeedh sedeaneaseet 185 7, 710 7, 895 

D. desenscapdocccdeducvepetaveuktlicadeibeubdubusaudieasnae 22 7 785 

Wh cine-cs mie coke saphsee eck epsnigytg servic guepeuey bet ree aoe cea is laine aceon 138 6, 815 6, 953 

Dankct ncccncdimorwnsdeusteGbecus Sessa tsee tc eeeeeee 125 1, 644 1, 769 

Dichoesne nn ean nada swikie kia ttanlee pinion ia 309 3, 321 3, 630 

Dictetedbsh in ino sage ig Simei ws nk ok ded vag le wig a ark iel 384 6, 163 6, 547 

8 .nccoonssbstacdd Hi Ses Ce ee ates 282 7, 264 7, 546 

9 Keehn dn twnadds ccd Sibesecdees eed sea aea eee 53 4, 976 5, 029 

i. buena ie Rie ee cae a eh 48 1 170 

Total general schedule grades. -__....._.............-.--- 2, 549 47, 949 50, 498 

Wage board employees P-aisicdend seciaauds beenadaneaemened 31 148 179 

Part-time and intermittent employees. -.................-----. 3 2 5 

"POUR GE Is one od gen ttn tgkestn ed aa 2, 583 48, 099 50, 682 


Note.—Employees paid from the trust fund ‘‘ Expenses, Treasury Department, enforcement title III, 
National Prohibition Act, as amended, Puerto Rico and Virgin Islands,”’ have been excluded from this 
report. 


TaB Le 4.—Internal Revenue Service employment as of June 30, 1956, by categories of 






employment 
National 
Category office Field offices Total 
Permanent employees: 

SOT VEIEG 96 iniicn$cceskciercnddighucshaueicopquesebee 27 484 511 
ST HER... ng cacat chan cbotanetintamesacenshiden iain eacae toa. 10, 862 10, 862 
Office auditors__..........-- wl stslenin ts dh-niaaielecsi i ciaialigs aistp dipinagest eae alicia a cai 2, 127 2, 127 
NE Co ing Bs soa tic cb pence eubicreucichiunctackangnn ad cemebnanseaiedcaioon 5, 660 5, 660 
I I aiasiahiintasticeipcitineaicsinaenis eas inintinicieithtteen nig caeeaetplapitarlaeatadaaaliniaid 1, 549 1, 549 
DR ee I sic idiaknccihtemeseainc ania mel 481 481 
nn eds aabarheeaeadaiecetaincndndoaes tee 922 922 
I Oe ea as a aetna aes eae ae 894 894 
eer ee Cn onuinare-e ameeammmaneinnne aeesere Sane 505 505 
IE redinrrecoavecemattenntid-vemspbe pean nnn tabruiteeraaineninds 1, 361 1, 361 
Attorneys.. _. Sereceeran annssata-wen serene peneaaete eee enna 190 277 467 
TORIES COI iain dc henstancancecscnqenundnmkeoatininaadas 313 313 

All other: 
GEST. OE BDOU8 5 ons cincie-ibsceniornl~<cmisonmeaaestl 1, 135 2, 104 3, 239 
GS-6 and below __-_.....-.-.-- inindaniaummineethiaiad 1, 221 20, 106 21, 417 
Total, permanent employees......................-- 2, 573 47, 735 50, 308 
TPORONOTS CIFOR. oon ncdcccccdporntahnbeaaegen 10 364 374 
TONNE OE CRN ccicnntneccndecccetiieidabageieain 2, 583 48, 099 50, 682 





1 Includes Commissioner of Internal Revenue, Deputy Commissioner, Assistant Commissioners, regional 
commissioners, assistant regional commissioners, executive assistants to assistant regional commissioners 
(except audit), district directors, assistant district directors, directors of divisions, national office, and chiefs 


of divisions, field officer: also, chief counsel, regional counsel and assistant regional counsel, regional inspector 
and assistant regional inspector. 


Notge.—Employees paid from the trust fund “‘ Expenses, Treasury Department, enforcement title ITI, 
National Prohibition Act, as amended, Puerto Rico and Virgin Islands,” have been excluded from this 
report. 
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TaBLe 5.—Internal Revenue Service employment as of Mar. 9, 1957: Number of 


national-office employees in general schedule grades 9 and above, distributed by age 
and by grade 


General schedule grade 
Age group 





Under 25 





10 12 19 13 10 


| 
| 
| 








25 under 30 | Re 8 3 
30 under 35 12 | 1 24 34 
ander 40... 45... 27} 1) 43) 54 
Ge OB. xo. SSR chicka ccc el 30 2 22 60 
EE en eee 38 5 37 45 
SIE 00. 56355 hanno naan die 17; #3] ST Ss 
ee, | ee ee 13 2 24 23 
Gener 05a. . o dicoSecesnce on ci | 25 2 20 19 
ee a Ee heosbe 

| 

| 

| 

! 


| = 
211 27 279 162 85 
| | | I 


4 
° 
A 
e 
— 
oC 
=) 
—_ 
ov 


Note.—Classification is based on age at 1957 birthday. Wage-board employees are excluded. 


TABLE 6.*—Jnternal Revenue Service em ployment as of March 9, 1957: Number of 


National Office employees in general schedule grades 9 and above, distributed \by 
length of service and by grade 





| General schedule grade 

















Length of service (years) a Total 
9 | 10 | m | 22 | 13 | 14 | 1 | 16 | 17 | 18 
| | | 7 | | 

a nit. 5. | 13| 8 | 1 a: Bere 1 59 
Beha isk ocsebbec dies 16 |. ....- 18 18 13 5 isos: bt teedeed 68 
on eusineicgns-en Bas § 14 15 6 Ben ak a 61 
RIE sca xacadameicns 9 1 14 23 33 19 12 Shes: 1 114 
Set tosses zz 11 1 20 39 18 12 7 Ce 118 
Pc cccdatcmedtcasabood 30 5 i 62 51 29 Eien E takes 214 
ED do eS 21 4 2 27| 32 22 14 BE deo Raetasied 146 
3 Re ee 38 3 38 46 50 38 17 1 6 1 238 
Munder-00- =~. ..=---=-=-..-..-- 7 1 5 4 6 4 2 Hess. 1 31 
eS eae ee 7 | sdscatieat 3 5 7 4 3 1 he 31 
a ee ei... t.: 22 25 45 21 16 2 ame 155 
a ee ey ee D Unciwon 2 2 1 E tenn  Kentinculiaesnan’ 8 
OU ct picwcnscckuck 189 15 | 211 | 278} 279] 162 85 10 10 4 | 1,243 





*The subcommittee wished to obtain the information contained in this table as to employees in the field. 
However, Mr. Fred C. Scribner, Jr., General Counsel of the Treasury, who has overall jurisdiction over 
Internal Revenue matters, indicated that since all personnel records had been decentralized into the field 
such information could be obtained only at considerable expense. Before decentralization such information 
was kept in Washington on machine tabulation cards so as to be readily available. In the field it is kept 
on index cards and would therefore be expensive to tabulate. 


Note.—Length of service is based on date of entrance on duty in the Internal Revenue Service and does 
not take into account previous service with other agencies. Wage-board employees are excluded. 
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TABLE 7.—Individual income tat: Average effective number of ecamining officers 
compared with amount of additional tax and penalties recommended and amount 
of additional assessments, fiscal years 1950-56 


Additional tax and pen- Additional assess- 





Average alties recommended * ments 3 
effective eS Lier 
Fiscal year examining | 

officers ! Average per | Average per 

Total effective Total effective 

examining examining 

officer officer 

Thousands | Thousands | Thousands | Thousands 

8, 347 $760, 242 $91.1 $752, 558 $90. 
8, 844 738, 793 83.5 769, 775 87.0 
9, 081 751, 454 82.8 803, 868 88.5 
7,719 637, 866 82.6 701, 927 90.9 
6, 345 502, 558 79.2 597, 766 94.2 
6, 854 625, 451 91.3 684, 986 99.9 
7, 624 648, 484 85.1 630, 914 82.8 





1 Represents estimated man-years of enforcement personnel time spent on regular audit, fraud and 

racketeer examinations, classification, survey and mathematical verification of returns. 

? Consists of additional tax and penalties proposed by examining officers upon completion of examinations, 
lus tax increases resulting from mathematical verification. Amounts shown for 1950 through 1953 have 
een adjusted for changes made in the conference sections of agents’ offices. The recommended amounts 

for individual and corporation income-tax examinations were not reported separately for 1950 and 1951; 
therefore, the combined amount has been allocated on the basis of the additional assessments of individual 
and corporation income taxes made in those years. 

3 Includes interest, as well as additional tax and penalties. In cases where examiners findings are ap- 

pealed, considerably time may elapse before the additional assessments are made, and the amounts assessed 
will, on the average, differ substantially from the amounts recommended. 


89789—57——15 
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TaBLeE 9.—Individual income tax: Summary of verification and audit activity fiscal 
years 1950-56 





Number of returns examined (including returns Amount of additional assessments 
| adjusted upon mathematical verification) (in thousands) 
Collectors’ Collectors’ 
Fiscal | office office 
year | Revenue Deputy | audits and Revenue Deputy | audits and 
agents’ collectors’ | tax changes Total agents’ collectors’ | tax changes} Total 
examina- | examina- | resulting examina- | examina- | resultin: 
tions ! tions 2 from math- | tions ! tions? | from mat 
ematical | ematical 
verifica- | verifica- 
tion? | tion 3 
——_—§ $$$ [| —— J | 
1950.....| 450,428 | 665,575 | 1,864,337] 2,980,340 | $527,442| $127,324] $07, 791 |$752, 558 
1951... .. 440, 866 794, 455 2, 596, 577 3, 831, 898 519, 159 134, 351 116, 265 | 769, 775 
1963. .... 425, 587 651, 238 2, 471, 532 3, 548, 357 564, 042 120, 323 119, 502 | 803, 868 
1953. .... 485, 168 373, 786 1, 626, 436 2, 485, 390 481, 155 63, 572 157, 200 | 701, 927 
1954.....| 1,420, 564 (4) 1, 276, 355 2, 696, 919 519, 278 (4) 78, 488 | 597, 766 
1GSRccist LOGE bouc. 2. 0ccccc 1, 019, 991 2, 663, 305 Gara tatticcccs 64, 549 | 684, 986 
1GRE Sock ie PONE Trees heen 1, 317, 372 3, 268, 218 8 EEE 76, 266 | 630, 914 


| | 


1 Beginning 1954 includes examinations made by office auditors assigned to directors’ audit divisions. 

2 The results of deputy collectors’ work in securing delinquent returns and collecting delinquent accounts 
are excluded from the figures shown. 

31 For the years 1950 through 1953, collectors’ office audit results include an undetermined number of tax 
changes resulting from mathematical verification. Beginning 1954, the figures shown consist entirely of such 
changes, including those applicable to corporation income tax returns. 

4 A smal] number of deputy collectors’ examinations completed under procedures in effect prior to reorgan- 
ization are included in ‘“‘Revenue agents’ examinations”’ for 1954. 
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TaBLE 10.—IJncome, estate, and gift tar audit and appellate activities: Number o 
returns examined and number of returns on cases disposed of at each stage of audit 
and appellate consideration, fiscal years 1955 and 1956 








Fiscal year— 
1955 1956 
1. Number of returns filed: 
Individual income tax (including fiduciaries) .......................-.- 58, 289, 000 58, 640, 000 
0 I BE na oo acnnancesnspracsenccudemsiubituiibnyddeses 836, 000 869, 000 
Estate and gift tax.......... niteocstlasimdheatee Daeaee ge might aan eas oad 98, 000 112, 000 
as cudnatidciadgingdaadnadbdbsetuberiwane cocaine idle aretiagre cantik are 59, 223, 000 59, 621, 000 
2. Number of returns examined: ! a 
Individual income tax (including fiduciaries)._......................-- 1, 643, 314 1, 950, 846 
iJOr Onan SOGOGRS UAE. - = od an 5c ccaacs <5 Res honk does ands om dadne 147, 017 165, 986 
SEU Ee Ge POE op on cn sh cndthancs pWaedeob <b Hoss Hheede nde ans 25, 129 26, 558 
hid s bosch mcinisinn cdc<cdebihaigs sasha ils dh ob din dtiba do dasa 1, 815, 460 2, 143, 390 
3. Number of examined returns dosed by Audit Division: ot ae 
Individual income tax (including fiduciaries) _...............-- sowesces 1, 627, 777 1, 931, 502 
COROT SNAG BOS. in cigar cnncitimen smugness <saeqyan aes $nasate 142, 661 159, 400 
TEE EE GOK naiicons~nrceras bpp eeumnediahvenrenehe dn amededed 24, 676 25, 770 
SD i: ith tisillinn taint aad ‘ihn saniieslbonits tel uh dle all ci dicen a Seite aah sordbbat 1, 795, 114 2, 116, 672 
SOP OMTIENO GE GOURI T00 TUG Qo a cite he iti ois enittepthoonpwnsausisesedesacs 99 
4. Number of examined returns in which audit findings were protested or 
petitioned (referred to Appellate Division): 
Individual income tax (including fiduciaries).......................--- 15, 537 19, 344 
INS I si. ninco warns Gerspumnen can caiembapaecbased tadeon 4, 356 6, 586 
I... 58 -.c dencepliglladbdiiiaininnaeadineananasavades 453 7 
Ek dante tka actin dnannensedcaneaeunnasncubeudsapasetenness dies 20, 346 26, 718 
ne Oe tt ON SINE Bin ar eek cin cncgccceesetedsceubaseen= 1 1 
5. Informal conference results (relating to examinations shown in items 3 ae 
and 4): 
Total number of cases in which audit Division held informal con- 
ING 5 bien sec abakde decdne Pak csitkistrattccacthnncnnbasdevaawe 25, 928 29, 803 
Number in which agreements were reached_..............--.-.-- 18, 484 19, 126 
IE ES nis cS cc cecieicdee hah ipuaamaamadgauan 71 64 
Deter TEREUES WRNIOO. | 5. 5 5 occ cnn nccneudbnawnonsccsdctcoas 7, 444 10, 677 
PC IO si ceceewadnnctincnenvaniasoesages aeucegibesen 29 3 


1 Represents the number of returns in which examination of the taxpayers’ books and records was made 
by contact with the taxpayer either at his home or office, or by office interview or correspondence audit. 
Excludes refund claims closed by survey, numbering 118,105 in fiscal 1955 and 112,180 in fiscal 1956, 


Norte.—In addition to income, estate, and gift tax cases, the informal conference results include excise 
and employment tax cases. A case ordinarily represents one taxpayer but may involve more than one return 
of the same class of tax. 
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TABLE 11.—Internal Revenue Service, Appellate Division: Disposals of docketed 


cases not previously considered in nondocketed status by the regional appellate 
divisions. 


Disposed of by— 




















Total 
case Agreed stipulation Dismissal or de- Trial on merits 
disposals fault 
Cases | Percent Cases | Percent | Cases Percent 
Calendar year 1955 (by quar- 
in ctiscnstuhnntakasasonsern 543 429 79.0 134 6.3 180 14.7 
791 602 76. 1 23 2.9 166 21.0 
376 311 82.7 33 8.8 32 8.5 
749 626 83. 6 31 4.1 92 12.3 
2, 459 1, 968 80.0 121 4.9 370 15.0 
Calendar year 1956 (by quar- 
DR wicnandent td a amamanmane 645 524 81.2 31 48 90 14.0 
618 505 81.7 43 7.0 7 11.3 
376 321 85. 4 238 7.4 27 7.2 
699 582 83.3 39 5.6 7 11.2 
| 2, 338 1, 932 82.6 141 6.0 265 11.3 
1 Estimated. 
Source: Appellate Division Statistics. 
TABLE 12.—Number of tax fraud investigations, fiscal years 1951-55 
1951 1952 1953 1954 1955 
Disposals: 
Prosecution: 
WINE cami bc cceccncdtctsbdecdhesscasdsncheuwwieaueauLtenbdewsebaceuaa 721 1, 272 
WEIL 2 i> ds cad emahhe dae agiateame ania Gaetan abe aad 1, 235 957 
DE UOO = nn kc cwdscabetconakunaragpelcans + iuddaliacmaenentine aia “A sa 24 
SOREL oc tube hates dbddedestobteesauneelnn 609 1, 247 1, 276 1, 956 2, 253 
Prosecution not recommended: a 
Fraud jaan iaaieida dns Okieawnaeireae 1, 886 1, 597 1, 237 828 
Deficiency (no fraud penalty) -..--- er 294 263 196 219 1,315 
rer Nn a a ee cobael 58 132 148 466 
Miscellaneous... -.--.----- co dbownevbsnceesclohcebouwokser te denvase tug dudcss see 24 
Pi iicadnt ar tinect ete cdsanseakinkeagean 2, 238 1, 992 1, 581 1, 513 1, 339 
WeeePtn x ncesnnccesnnessswcccescsccccuususebeccnesavedirassecece = 217 123 
Fraud investigation not warranted: 
PO cincctyends de niactbies qugysnewenesageegeguanadeebudscnabeiieaeeeaee 565 595 
WOO: acon carncunsscndsnguncnencds inp odiiesdt anemeasasta neaeaae ane 23 39 
NE 0 Soci cc dncedogasbstseccngugaecsédedttiaaenuintiel sane 5 
FI ited eee nr ein euiiien eeahiaieidoerace ate 348 633 439 588 639 
OGRE Gn I nn con nod on cdeencnmans 3, 195 3, 872 3, 296 4, 057 4, 231 
Cases pending end of period........................- 3, 363 3, 653 3, 560 13, 856 @) 


! Estimated. 
2 Not available. 


Source: Reports of Commissioner of Interna] Revenue Service. 
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Data on work volume of the court: Income, profits, estate, gift, sec. 722, and renego- 
tiation cases, fiscal year 1925, 1956 actual, 1957, 1958 estimated 











Fiscal year ending June 30— #/Pending start Filed | Reopened | Closed Pending end 
of year of year 

0 5, 0 1, 702 3, 518 
3, 518 12, 867 24 3, 936 12, 473 
12, 473 11, 338 31 5, 361 18, 481 
18, 481 10, 165 83 7, 090 21, 639 
21, 639 5, 458 173 8, 969 18, 301 
18, 301 4, 369 214 6, 849 16, 035 
16, 035 9, 736 307 7, 229 18, 849 
18, 849 7, 635 373 7, 920 18, 937 
18, 937 5, 964 284 8, 683 16, 502 
16, 502 4, 023 361 10, 393 10, 493 
10, 493 3, 888 340 5, 587 9, 134 
9, 134 4, 941 260 5, 477 8, 858 
8, 858 4, 050 242 5, 043 8, 107 
8, 107 4,912 194 5, 799 7, 414 
7,414 4, 854 191 5, 885 6, 574 
6, 574 4, 240 221 5, 126 5, 909 
5, 909 4, 386 219 4,770 5, 724 
5, 724 3, 676 249 4, 292 5, 357 
5, 357 3, 436 202 4, 403 4, 592 
4, 592 3, 220 188 3, 342 4, 658 
658 3, 375 164 3, 051 5, 146 

5, 146 3,077 100 2, 854 5, 469 
5, 469 3, 820 119 3, 223 6, 185 
6, 185 4, 498 113 3,973 6, 823 
6, 823 4, 622 142 4, 567 | 7, 020 
7, 020 5, 387 144 4, 241 | 8, 310 
8, 310 6, 142 160 5, 105 | 9, 507 
9, 507 6, 870 155 5, 045 | 11, 487 
11, 487 7, 122 160 5, 880 | 12, 889 
12, 889 4, 200 171 6, 913 10, 347 
10, 347 4, 981 169 5, 333 10, 164 
10, 164 4,591 | 145 4, 99 9, 908 
Pair cE a eaten 177, 043 5, 898 178, 033 | 9, 908 





Source: Tax Court of the United States. 


TABLE 13.—Cases processed and rejection rates in direct referral cases (exclusive of 
coin-machine, wagering, and other miscellaneous cases referred direct to the United 
States attorneys) total for 3 years, fiscal ended 1954, 1955 and 1956 














| | 
Processed | 
Percent re-| to United | Rejected by| Percent re- 
Region | CAM Referrals jected States at- | Justice! jected 
| torneys by | 
| Justice ! 
[eS Seer Paar — | 
Reon cecccd-on re | 89 325 | 21 | 245 | 42 | 15 
ce sesamin 41 136 23 | 81 | 18 | 18 
Ei ic enndncaachasen 30 192 13 | 110 | 11 | 9 
TEL noc ncundoanccecess 30 206 13 | 143 | 31 | 18 
eae 59 291 17 | 198 44 | 18 
ST COR aticcccnegskbancknon | 35 403 | 8 272 36 | 12 
- es nnweeiinn aiken is 6 317 | 16 | 228 30 | 12 
Philadelphia..............---.- 46 362 11 | 202 | 52 | w 
San Francisco--... in iacaaindeadaieel 82 304 | 21 226 | 38 14 
ee hcidnninncacwammuesne | 472 2, 536 | 16 1, 705 302 | 15 


1 Related cases counted as 1. 
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TABLE 14.—Income and other criminal cases (exclusive of wagering and coin- 
machine cases, and cases involving false W—4, perjury, etc.) 








Fiscal year Referred to Percent Closed by Percent 
Justice CAM! 
TO sii icine sisw sts sfestchesiargeerccsadebea aac ae ee 165 62 101 38 
Picinnsdeckdnnrdcndeeunameddane cose ten 277 68 131 32 
WE siicitiaicitianisinain dcktme wiieGcndbede mid saadccboeeen 534 72 210 28 
Fil in cinnticnramnapennneenngiemaiimpeatnaniie 856 76 266 24 
SE Anup cbdcnmcaiunnendh dade anna neabiaeitade 803 66 407 34 
We cee Shicabaic: Bais ahicentids ded dilanchnaniaatiiiia 489 48 530 52 
507 49 526 51 
949 81 219 19 
978 83 203 | 17 
797 85 139 | 15 
759 81 175 19 
980 86 158 | 14 
Number of pros- 
ecution recom- Number de- 
mendations b clined by Ratio 
Fiscal] year Chief Counse Department declined 
considered by of Justice 
Department of 
Justice % 
IDE < aactuctiapi a= daiudanp ca nebendnda st iaaiiamimib acme 472 75 16 
Ms cleat chiaien sewed ah Siacibeciardbdaits dik anas emtemanicaniiiaaadanane 487 108 22 
SK cbecdcrinantnaccatnebuscubinadbeanmaielieliadiieasneen 699 191 27 
PL Aitsadecaninntugitans scpreuedh aadaddpenibtietinthiacicde 627 180 29 
Pind butesthiennecdetinens teh oqeaeanoamaeuanidmaddie 452 59 13 
Dl chilbicbuttns cdimseccduuhupnnaibaratnementimensiamalaet 895 58 6 
iene by eines pes shes dh ilipinsdecapilicia ae tiade ical naa oe 887 64 7 
WEE, Sannsbiicnicdsnaincnbudeoencdaiidate cid iea 869 71 8 
EE chneta stl ntininscnhaingaeweboctaniaedhaaneatindsaaaae 730 133 18 
Wee thintsbehunndecencshsctabneeiaadmamemmmltdinaneal 850 145 15 


1 Closed by regional counsel with concurrence of Intelligence Division. 
2 Breakdown by regions on separate tables. 


3In this tabulation related cases referred to the Department of Justice without recommendations for 
prosecution are eliminated: 


TABLE 15.—Income and other criminal cases (exclusive of wagering and coin-machine 


cases, and cases involving false W—4, perjury, etc., referred directly to United States 
attorneys) 


Fiscal year | Referred |Percent} CAM ? | Percent || Fiscal year | Referred |Percent; CAM ? | Percent 


= 165 62 101 38 |} 1951......-... 7 49 526 51 
eta nienine 277 68 131 32 || 1952_..-..--- 949 81 219 19 
534 72 210 BO Bh WOR -pecacce 978 83 203 17 
es 856 76 266 24 || 19541_...-... 797 85 139 15 
0 — 803 66 407 34 |} 1955 #__..---- 759 81 175 19 
1960. ........ 489 48 530 52 |} 1956 ?__...... 980 86 158 4 


1 Breakdown by regions on separate tables. 
2 Closed by regional counsel with concurrence of Intelligence Division. 
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TABLE 16.—Sentences exclusive of wagering-tax cases, period Mar. 1, 1946, to 
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June 30, 1955 
CODE 


Alabama: | 
Northern. ..-}--- 
Middle- .-.-.- 
Southern... - 

Arizona 

Arkansas: 
Eastern - 
Western..--- 

California: 
Northern..._| 38 
Sonthern....| 16 

Colorado 7 


Connecticut -.-.--|---- 


Delaware__---- 
Florida: 
Northern. _-- 
Southern ---. 
Georgia: 
Northern - . | 
Bane. s..-1-<- 
Southern....]--- 
Hawaili-_......- 
Idaho_. 
Illinois: 
Northern 
Eastern... 
Southern _ - 
Indiana: 
Northern- -- 
Southern -_ -- 
Iowa: 
Northern ... 
Southern 
Kansas 
Kentucky: 
Eastern___-. 
Western 











Maryland - _.--- 
Massachusetts- -- 
Michigan: 
Eastern... ..- 
Western... 
Minnesota 
Mississippi: 
Northern. - -. 
Southern 
Missouri: 
Eastern. ae 





ee 
New Hampshire. |--- 
New Jersey x 


New Mexico----- Soni 

















1 
2. 
3. 
4 
5. 
6 
2| 3 4 
4 6| 36 
wh ree 1 
sosst Sm 3 
2| 34 | 11 
1 9 
ese 1 
29! 68] 35 
2 | 48| 143 
2} 31] 17 
Lae 7 
1 7 4 
10) 45) 33 
10} 15] 64 
a he 3 2 
1 3 7 
4 14 17 
ret “ah@n 
| 3| s7| 23 
oe oe 1 
10 9| 14 
od ai 2 
23 4 
2 2 
9 4] 16 
_| 17] 22 
4} 26) 
81 15] 26 
1 1 5 
SL pe 
15] 60} 19 
-- 56 | 54 
9| 17 8 
4 oe 
6] ii | 62 
Leslee ws 12 
gs} 42| 21 
3] 33] 2 
A eed, 1 
17 3] 47 
1 4 1 
innate 3 
ig} 30} 40 
1 5 2 











5| 6 | 
2 4 
1 2 
| 4 
| 7 12 
Oe kde 
eet 2 
3 30 
14 66 
ete 9 
3 3 
2 2 
19 . 
re 9 
; 1 
1 2 
1 8 
3 1 
12 56 
} 2 age 
3 3 
Tees i 
Rice 
un 3 
5 5 
2 1 
2 7 
10 9 
ee = 
2 13 
25 11 
3 10 
6 ies 
1 9 
ae.) 1 
2 16 
7 17 
2 1 
4 2 

Piya. 

Bites 

. 22 | 

4 2 | 





. Time to serve and $10,000 fine or over 
No time, and $10,000 fine or over 

Time to serve, and less than $10,000, or no fine 
. No time, but less than $10,000 fine 
No time, no fine 
. Not guilty, nol prosse, dismissals, etc. 


New York: 
Northern- 


Southern. .--- 


Eastern_ 
Western... 


North Carolina: 


Eastern 
Middle. . - 
Western 
North Dakota 
Ohio: 
Northern. 
Southern. 
Oklahoma: 


Northern - -- 


Eastern. _- 
Oregon os 
Pennsylvania: 
Eastern 
Middle 


Western. __. 


Rhode Island 


South Carolina: 


Eastern 
Western 


South Dakota_- 


Tennessee: 
Middle. _- 
Western 


| Texas: 


Northern. 
Southern 
Eastern. _- 
Western. . 
Vermont___- 
Virginia 


Eastern_.-. 


Western. . 
Washington: 
Eastern 
Western. . 
West Virginia: 
Northern. 


Southern. . .. 


Wisconsin: 
Fastern__. 
Western... 

Wyoming 

District of 

Columbia 

Alaska 


Puerto Rico..___ 


Virgin Islands 


Pi waisceinies 
Grand total. 


Western. _. 








si 7 
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TABLE 17.—Summary of criminal action data by judicial districts, period Mar. 1 
1946, to June 30, 1952 


CODE 


Dorm Codd 


. No time, no fine 


Time to serve and $10,000 fine or over 

No time; and $10,000 fine or over 

Time to serve, and less than $10,000, or no fine 
: No time, but less than $10,000 fine 


. Not guilty, nolle prosse, etc, 


Alabama: 

Northern .......«- 2 

ES cnptineeckingsciaieal 2 

BOUNONE cf cenbdsliccchteca 2 
BN iitinivecinkinnirs 2 
Arkansas: 

OS ae aa vata 

WGNNONIRS 25 cncuedacledsdivendlcvoubebeblanak 2 
California: 

SS a 15 

Southern. ......-... 32 
OO ikkncb cccccdonssfadesl La DAE BE lowabeece 
Connecticut. -........- due 1 
PGND: 0 ctiecncaccashsqsdwews 1 
Florida: 


DHEGOR.. . cnccncecchicetones 


Southern... .....-- 19 
Georgia: 

NepGnetS |... cscchuucd 1 

pK aan 1 

Southern. -.-.......- aA 


Hawaii 


Illinios: 
Northern........-.- 15 
ii innninhrincecahengiehanniia 
BORGER... . ccedadcclode« 
Indiana: 
Northern 
Southern 
Iowa: 
Northern.......... 
Southern 
NN, cednccsagbece 
Kentucky: 
Ec ccewaccwahinendnnd Dhan a 
WHOIS connsdscus 4 
Louisiana: 
Eastern .....«-.<..<. 5 





DROS. ... nececceces ay 4 
Massachusetts. .......- aa d 6 
2 


Michigan: 
PNT Rk cctcenniodnes 
ee ee Se ee es 

Eee ies 3 

Mississippi: 
Northern 
Southern 

Missouri: 

I ew ececndarsiia 3 
Western d 4 

Se See Se! Ae lorie 

Re  sceretetincnicnercicitetilocbion inal 2 

Nevada 

New Hampshire 


New Jersey...........- 

New Mexico 

New York: 
PDs ccncsccestaces 
Southern. ......... 


i, 


=o re 


Eastern. .......... 


South Carolina: 
es 
Western. ..........]- 

South Dakota... ..... 

Tennessee: 
BE icnnccnscccebosootninn 
Pe ninatndgaupabense 
WHORE. ccncaccovelvicot 





Washington: 
Eastern 


West Virginia: 
i ae 
Southern. .-.-.-..-- 

Wisconsin: 


Wik dn cncqesedhoupetnase 
PO EL a ncekig bipachinss pinndpel thins 
District of Columbia_-. 


| 
Grand total__...- 
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TABLE 18.—Sentences, fiscal year ended June 30, 1956 (exclusive of coin machine 
and wagering tax cases) 


. Time to serve 


. No time, no fine 
. Acquittals 


Noor wnre 


CODE 


. Time to serve and $10,000 fine or over 

. No time, and $10,000 fine or over 

and less than $10,000 fine, or no fine 
. No time, but fess than $10,000 fine 


. Dismissals and nol prossed: 
(a) Entire case 


(b) Involving pleas or convictions of other defendants 
(c) Because of death of defendant 
(d) Related to cases in which defendants were acquitted 


Alabama: 
Northern 
Middle. - - 
Southern 

ee inl 

Arkansas: 
Eastern 
Western 

California: 
Northern 
Southern 

Se Tarot bee embabbnbian 

Connecticut 

Delaware 

Florida: 


Georgia: 
Northern 
Middle. 
Southern 

Hawaii 

te tk ee ald 

Tilinois: 
Northern 
2-808. St. sstnbnewine 
Southern 

Indiana: 
Northern 
Southern 

Iowa: 
Northern 





Kentucky: 
Eastern 
Western 

Louisiana: 
Eastern 
Western 

IN vii dei 

Maryland 

S58 us cn ademesannceutl 

Michigan: 

a tals bisa kins Ms Seasencemanee 
Western 

a uni 

Mississippi: 
Northern 
INL antes ideas nnnonsce 

Missouri: 





a a ili soieonciies 
NewfHampshire 
I ct 
New Mexico 
New York: 
Northern 








wsthisiides Bi) Riicgudd bab SG: Andee beennnn 
pabiaded 3 3 1 eae 
pinsiaind 4 7 D Lined 2 
ininomal 6 2 ishwecd 1 2 
Ti nsasvd 2 Oi pchns D iatianas 
iaidasine aot Oe ixkdenicintmebubinns 
bilicaael 1 Dikdh cdi ieedaahicanes 
3 15 il 1 
: 2 3 Bh ahiile dikdedlaunans 
Jeans Be Siitahetiel denM pnsciatglniiecimes 
ete Sih deoce DP Sth: odl doshas 1 
deleted 2 BP Uae desc ecettendg ils cies 

1 thine seeseok 3 1 




















7 (0) |7 © 7 @ 








a al EEE cenit 
S b..nsisbevansds 
5 Otel nae 

eens 

Bn ie ak 

og PE ct 

ae NR cae 

FE | ahs 

Ce coduaneniilcas 

oo 

"Tb ascebueas 








et | 
9 hana beable 
ce 
| etétinesaaaeiatdis 
SS 
= —— 
a eae 1 
7S cata itd 
Pe ies 
2 Sti ama 
ees O Esacena 
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TABLE 18.—Sentences, fiscal year ended June 30, 1956 (exclusive of coin machine 
and wagering tax cases) —Continued 






































§ fuk 8) hotel’ | 6 |7@) 70) |7 ©) 7 (d) 

Ro | a 
Wwe DOA eee Pe Cc | rene a 
Ohio: | 

BRUNET. Si bauscadbacasennsntshen htop eeboanes $ ics... 2 D Dsiesiine Leattinalecacoehesdbia 

ee SRT TT ee 4 6 F lSdudos 1 ; | ea S ., elencaenkeeel 
Oklahoma: | | 

POS GNOU...; cinbdalitindtiecedshivebewedlnecetitbvbesa CS ensitidien D:D icomiidalieninaceabinncuesls ss F ctncitadiantsendiiad 

DOMUGD.. .cndbsccababbiechdithhsdesleeccbitiehens I cian GcOis A eeacthil cannes Rameasale Seg | neanhondaelad 

WL. -d. dd aibdabloadabbbdhaseslacshaliiceneetsamnda 5 1 i Rcadieed ea SS cmaininnstemal il 
IE oocccccctttighibahihenbdidbcons | nab dibdadons 2 4 4 5 Bk ctest | eenocleatiiihd 
Pennsylvania: 

DONO. dndSiadvlaliecaddidebanne ye | 12 19 2 Dihcitnet SS ik nl 

PEMD code Soba bkda soos chnbpboocahoons hisqheos leesede Phen cnccinsdteednasabsacerin —— 1 atthe 

Western.....__- Te ear Se si \S.. a ia ee oe wnongfemnnns| TTT 
RIN... cnntaninubataaebeaee bch ci cckae | 1 Dei ovbebilaacse 9.22. eee 
South Carolina: | 

PD cin aiccknrcnnnaiane tq tudicwesinaaainae 1 2 TP is eects abate 1 | ..dideliece ed, d.. 

TS rains ate na eel scams Bs entaneiis Dy  Riccsinccasliaticah iad Makcaielics hc ecesinmeiin 
pre —s BS ies it — 0 hn cach bicencahetan lh -cesdichi-sables os- 
Tennessee: 

SED fib 5s te wedcbadaten diame ak denne tee 2  hkdec OP istssks endaddcteehekwartek 

DEED, cnnndsnciecoesunans deblessal ell i Jedd eb eeu LOS1 Biss ccgll 1 Dia il stearate 

cigs acbicoeknnsehckdninan WF scasn FF Uncthcnthiccnaccdiniscesbettouataaabad teenie 
Texas: 

I i i ite eal 1 | 1 5 5 1 i ali seal sinc daiakinl 

inn cantuimnencstundeewtennatece hed iamenal © hidiehdkuckeasiiinendloncaadinecséalianaenteeann 

WIOE So Soave cncscctetcpcéscecncnt bebe Ree P hiessc Fonts sees eee 

WWMM. <..-...-.=-<00sapcccccsececteeebes 2 3| 10 a 2 i = 
i iiidndn paint bbokbb Ges Ciba isebiananabeas 5 Ccealicssseukieusda ac oen | -nenn|-- sean 
sa ctintnd nada bctimennnciiipieeiese leon paiiiiencos sigelesuemeaneet aeaeonin aes <alcoccanhoudeunl 
Virginia: | 

BL cdcamocumeceneced diene ahivadiedsbded 2 4 1 1 7 D. Lnocstdlicaosaetaniee 

ED cnge<camcsgecubammnqpeccaloashes ore, ohana E Vnciepetnnqecehennnsdiitenestained 
Washington: | 

iin nrewnetsewsecesntdaciwabeetniel Sapa } 3 -Lscepuetowtnen EE lwcsesctacawew 

 iiccnstcnbianendapaiolnenaion Siw Ol 3k ieee $3) Wibsaccckees 
West Virginia: 

POOP ono teed aneaeben en nacpaloppocuessewntedbodeieos saaiemnaionctimeanani sedation 

OOO isn shins eek tide dds AE | itd 1 S hse Wi ecucndiicticcsealnaained 
Wisconsin: 

EL ccciccraccdscccousndbauaahlne thal 2 2 2 Riis. 1 Dt ncteceadian 

css cnins tide teeta heath diac a ia ip i la 
WE nts: naccnaianohandsccdtadanmaiadebanscan beac 1 OP Riiivicnues. Dt oo cnc laugiguialuiassmaananeaay 
District of Columbia................-.-]--.... i, i. tabbielacdhiaashe SE... claconsclinanskiamenaal 
ROR. 2p cissesbichdtnethinll 3 eee AE 4d 1 1 1 1} athe <adbcbuslonaame 

a ha kre 38| 76| 249] 268] 108| 46| 34] 49/ 16 2 
Grand total, 886 
Fiscal years 
1954 1955 1956 

IIIS 5a: acccctceeiod Saka isdn raraiankaeaiesmmnaanen ainivinteetee 786 886 
TE Oe Ol MNEs 6. --sicnact-onaedaanuincceaghanaadcmmebaeseenae 360 328 


Years suspended and probation 


3 708 1, 052 
BRB eccinmapinuisenrichicetric lip ieee laa $2, 211, 812 $2, 494, 838 
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TaBLe 19.—Taz and penalty and number of tax years involved in all cases 
received from the Intelligence Division 


Fiscal year | Number of Cases Tax years Tax and Average per 
specialagents|} received involved penalty case 
Se ela sctsniniesinianune hace idee 313 494 (4) $69, 467, 055 $140, 622 
Dcbtnintininignpnrncediinadickeaee 1, 073 643 () 48, 760, 955 75, 834 
DE citintndecnadedsaqai bones 1, 121 1, 201 4, 426 100, 340, 728 83, 548 
bib atdes be ccapdondeaw éi wane 1, 012 1, 311 4, 963 109, 404, 305 83, 451 
Di dithivvdnnnndnneedo nmin 1, 163 1, 153 4, 310 111, 928, 045 97, 075 
PT isgtcinivktpwidwiwganuesesn pints 1, 234 1, 021 3, 822 114, 462, 456 112, 108 
Det bee kitdipiwumagnacsaemkissn 1, 251 1 3, 185 109, 579, 358 128, 765 
Divabvehnenwiiatiniméccawhsbtess 1, 524 1, 693 4, 842 125, 198, 090 73, 950 
aE Aicirdbl chekan dic nobane wi 1, 217 1, 593 5, 042 82, 898, 442 52, 039 
Piiieutibudcucidedessst Mouse | 1, 365 2, 342 5, 446 67, 101, 168 28, 651 
_ = a deocisapulbace 1, 652 2, 115 5, 128 57, 833, 851 27, 345 
Pee en onc hndinipetingemien pemmeen 1, 652 2, 215 6, 599 57, 309, 365 25, 873 


1 Not available. 


The above figures can be adjusted to eliminate wagering and coin-machine 
cases (computed as involving an average tax liability of $50 per wagering case 
and $250 per coin-machine case). The results are as follows: 


Fiscal year Cases Tax years Tax and Average per 
received involved penalty case 
oe a oe ads 1, 169 4,318 | $125, 171, 890 $107, 076 
AMER TR SL boteee etre SSL oaks een etaaaens 999 4, 448 82, 854, 742 82, 938 
TENN ins tna cheiegmrcictdh sin nections cesta 977 4, 081 67, 023, 918 68, 602 
DP eRDDMEb. waabinkinancadarcuscnnmicncocacesds 884 3, 897 57, 707, 101 65, 280 
eNMrs EG nnn een esos) oe eee 1, 215 5, 599 57, 207, 765 46, 977 


TABLE 20.—Schedule of amounts of total proposed deficiencies in tax (civil) involved 
in criminal income tax cases disposed of in the courts ! 


FISCAL YEAR ENDED JUNE 30, 1950 


Total num- | Under | Under | Under | Under uae] Related Perjury 








Region ber of cases | $1,000 | $3,000 | $5,000 | $10,000 | $10,000 | defendants and 
involved in tax cases} other 
Se 

BE ch coodcncessteanes cae ee Lae 2 ee bere ee 
Se a caksses S ioatenstiod 4 14 tens sacare 

Chicago. _. 1B 1.8 o.a ee ee 2 12 5 3 
0 Ee aoaeuks 2 e SeecGends 42 6 2 

26 © Radiskce avis B ieee 20 1 3 

46 1 D bck cet twcuaken 43 eae 

et I ecsheasdad canadien’ 1 5 Or i an pcneeiae 1 

Philadelphia -..........- 85 1 2 3 2 76 5 1 
San Francisco. -.........- We tedenoe 2 4 5 47 5 15 
EES oan cocs~s 416 4 11 12 20 344 30 25 

FISCAL YEAR ENDED JUNE 30, 1956 

SR iio bicitinwewweee 108 * 17 8 7 61 6 7 
NE i ttinccnctiasienaeeom 45 2 7 2 2 29 11 3 
3, "SS eee ae 73 13 3 2 5 42 6 8 
3. 7 ee 73 9 6 3 8 43 1 4 
i ean 66 10 8 7 4 OD Bes: sicociiawsiidera il 
PRO We Riaidasennccccnen 137 9 15 5 16 84 39 8 
Se tisieiebaanienen 101 12 10 9 21 42 6 7 
Philadelphia. -.......... 117 15 13 9 14 65 8 1 
San Francisco. -........- 80 10 12 6 7 40 9 5 
_. _, EN ee 800 88 91 51 84 432 | 86 54 


1 The above schedule has been prepared from statistics of sentences imposed in criminal] tax cases, ex- 
clusive of wagering and coin-operated machine cases. 





INTERNAL REVENUE ADMINISTRATION 219 


TABLE 21.—Cases involving deficiencies in tax 











| Total $1,000 | $3,000 | $5,000 Related Defendants 
number Under to to to Over defendants in perjury 
of cases $1,000 | $3,000 | $5,000 | $10,000 | $10,000 in tax and other 
involved cases cases 
Fisca] year 1950... 416 4 ll 12 20 344 1 30 25 
Fiscal] year 1956_... 800 88 91 51 84 432 2 86 54 








1 To avoid duplication in counting the number of cases within the above ranges, related defendants have 
not been included in the totals of 416 and 800 cases. 


Percentage comparison—Cases involving deficiencies in tax 


Defendants 
Under | $1,000 to | $3,000 to | $5,000 to Over in perjury 


$1,000 $3,000 $5,000 $10,000 | $10,000 and other 








cases 
PINE WER THO, occittcccmnnncadsdéoua 0. 96 2. 64 2. 88 4.73 82. 69 6.0 
PUG PORE FEES nc ccckcnciacwensienes 11.0 11. 37 6. 37 10.5 54.0 6.75 
TABLE 22.—Receipts and referrals of criminal tax cases 
Receipts Referrals 
Fiscal year ended June 30— | 
Wagering Income and Wagering Income and 
and coin- other and coin- other 
machine machine 
hiavatbnetenns dtidebdeennegcedabeeeenedcemeaneeaialanaeel Sg ee 165 
Scie de ce ssl pele otc ts ta ai tele alipmeaiada a GP iikvsndcudasaas 277 
et dls aki scsiesnh dedicat eden aml ip scin gensaic onl ee nc >) aaa 556 
pdedinddcabuawesdossicindcteicist amie nal BAR sonisiccaxcaks 867 
sc less ds rs aor se sl ip dgds aa a oenpnanae ela eel cane | Sa 819 
5 sc cicidindinbich ade oinwabicchbociiweeeadee at ON Bixinsdcaucnses 503 
sa ip lar ssn lh lie Sir ci dh ices cs eagle eae SE iciranticeninieieedal 515 
1 524 1, 169 1 426 988 
2 594 1 507 996 
21, 365 977 31,117 814 
91, 231 884 2 989 786 
71,000 1, 215 2 939 1,016 


1 Wagering-tax cases. 
2 Wagering and coin-machine cases. 





